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Fiona Gas Transmission CoMPANY 
Docset No. RP66-4 


Prepared Testimony of Mr. R. L. Cramer 


Q. Please state your name and address. A. R. L. 
Cramer, P. O. Box 44, Winter Park, Florida. 

Q. What is your position with Florida Gas Transmission 
Company? A. I am Comptroller of Florida Gas Trans- 
mission Company which is a wholly-owned subsidiary of 
Florida Gas Company. I am also Comptroller of Florida 
Gas Company and its subsidiary companies. 
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Q. Please explain the source of the amount shown on 
Page 1 at Line 13, Return on Rate Base. A. This is an 
amount that is computed on the rate base as shown in 
Statement B (Exhibit 2) using a rate of return of 614%. 


e * * e * * e s * * 
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Q. Please refer to Exhibit No. FG-2 entitled ‘‘Plant, Rate 
Base and 
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Return’’ for the twelve months ended May 31, 1965, as 
adjusted, and briefly describe the contents of this exhibit. 
A. Exhibit No. FG-2 consists of a table of contents and 
eight pages detailing plant, rate base and return. State- 
ment B, Page 1, summarizes the various components of 
the average net investment rate base and shows the calcula- 
tion of return on the rate base at 6.5%. The data shown 
on Lines 1, 2 and 3 are obtained from supporting schedules 
in this Exhibit No. FG-2 as identified in Column 3, and the 
data on Line 5 is obtained from Exhibit FG-3. 
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Q. Please turn to the next page of Exhibit No. FG-2, 
Statement B, Page 2, Average Gas Plant Investment, and 
explain the contents. A. The average gas plant investment 
represents the average of the twelve average monthly 
plant balances per books for the period June, 1964, through 
May, 1965. This is the average monthly balance for the 
twelve months and is separated into the functions of 
intangible plant, transmission plant and general plant, as 
designated by the FPC Uniform System of Accounts. The 
twelve average monthly balances have been totalled and 
divided by twelve to produce the total average gas plant 
investment of $198,802,207 shown on Line 13. The thirteen 
month and balances, by functions, per books, are shown on 
Statement B, Page 3, of this Exhibit No. FG-2. 


Prepared Testimony of Dr. H. B. Dorau 


Q. Please state your name and address. A. My name is 
Herbert B. Dorau. My residence is 6050 Boulevard, Hast, 
West New York, New Jersey. 

Q. What is your profession? A. I am an economist and 
have until August 31, 1962 been a Professor of Economics 
and Chairman of the Department of Public Utilities and 
Transportation in the School of Commerce, Accounts and 
Finance at New York University, also a Professor of 
Economics in the Graduate School of Business Administra- 
tion at New York University. I have been a consulting 
economist specializing in public utility matters for more 
than twenty years. I appear as a Consulting Heonomist 
with H. Zinder and Associates, Inc. 

Q. Will you briefly summarize your education and pro- 
fessional preparation? A. I was graduated by Lawrence 
College at Appleton, Wisconsin, with an A.B. Degree in 
1919. After a year of graduate study at the University of 
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Wisconsin, I was granted an M.A. Degree in economics. 
I continued graduate study at the University of Wisconsin 
in the field of public utilities and transportation while 
serving as an instructor. I was granted a Ph.D. Degree 
by the University of Wisconsin in 1929. During the years 
1920 to 1925, I . 
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was on the faculty of the University of Wisconsin teaching 
economics, transportation, money and banking and corpo- 
ration finance. 

In 1925 I was an assistant professor of economics in 
charge of instruction in public utilities at Northwestern 
University School of Commerce. In 1928 I became associate 
professor. In 1929 Northwestern University granted me 
a year’s leave of absence, during which time I engaged in 
economic and financial consulting work in New York for 
banking institutions. 

My leave of absence from Northwestern University was 
extended for a second year, during which year I held an 
appointment as a Lecturer in public utilities in New York 
University while continuing to engage in financial con- 
sulting work. Since 1932 and util 1962 I was on the faculty 
of New York University, as Associate Professor of 
Economics to 1936 and as Professor of Economics and 
Chairman of the Department of Public Utilities and Trans- 
portation since that time and am now Professor Emeritus. 
For 1961, 1962 and 1963 I was on the Faculty of The 
Public Utility Executive Program for the University of 
Michigan as Lecturer on Public Utility Regulation, also 
in a similar capacity for the Public Utility Executive 
Course at the Georgia Institute of Technology in 1963. 

Q. Have you written books or articles in the area of 
economies regulation or finance of public utilities? A. I 
am author of a number of books and a considerable number 
of articles in these areas. 
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Q. In what other professional work have you been en- 
gaged? A. My professional work as an economist began 
with my employment by the Public Utilities Acquisition 
Committee of the Common Council of the 
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City of Milwaukee during 1920. I was employed by the 
Special Committee of the Common Council of Milwaukee 
to determine the probable cost of capital for municipal 
utility acquisition purposes. Made more than thirty years 
ago, this was my first practical study of the cost of public 
utility capital. 

During the years 1921 to 1929, I was successively research 
assistant, research instructor, and research associate in 
the Institute for Economic Research, engaging in and 
directing economic research in the fields of public utilities 
and urban economics. 

I have since engaged, in so far as my university obliga- 
tions would permit, in a very wide range of economic, 
financial, accounting and statistical studies concerned with 
public utility industries and to some extent with others. 

Q. Will you briefly summarize some of the professional 
engagements to which you have just referred? A. From 
1936 to 1938 I made an extensive and detailed analysis of 
the reports of the Federal Trade Commission investigation 
of utility accounting and financial practices. 

During the years 1928 to 1932, including the two years 
of my leave of absence from academic responsibility, I 
had experience in the field of investment analysis and some 
experience in the financing of public utility enterprises in 
connection with my association with investment banking 
and commercial banking concerns. I have from time to 
time acted as a consultant to the New Jersey Board of 
Public Utility Commissioners and served on the Port Pro- 
tection Committee of the New York Port Authority. 
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During 1930 and 1931 I was a member of the President’s 
Committee on Housing and Home Ownership and recently 
completed a year’s assignment as economic consultant to 
The Department of Marine and Aviation of the iCty of 
New York. 

I have appeared in a professional expert capacity one or 
more times before the public utility commissions of Ala- 
bama, Arkansas, Oklahoma, Kansas, Louisiana, Illinois, 
Pennsylvania, Indiana, Virginia, Ohio, New York, Utah, 
West Virginia, Kentucky, Maryland, Massachusetts, Ver- 
mont, New Hampshire, Maine, Missouri, Rhode Island, 
New Jersey, Florida, Wisconsin, California, Washington, 
Oregon and the District of Columbia, and also before The 
Dominion Board of Transport in Canada and also before 
The Inter-State Commerce Commission, The Civil Aero- 
nautics Board, before the Federal Power Commission on a 
number of occasions, and before state and federal courts. 
T have from time to time and frequently appeared in rate 
cases involving the natural gas industry beginning with 
the first before the Federal Power Commission in behalf 
of Natural Gas Pipeline Company of America. 

I have also appeared by invitation before professional 
societies and industrial associations, such as the American 
Economic Association, the National Accounting Conference 
of the Electric and Gas Utility Industries, the Mortgage 
Bankers Association, The Controllers Institute, The Ap- 
praisal Institute of Canada, The Technical Valuation So- 
ciety, The American Institute of Real Estate Appraisers, 
The Edison Electric Institute, The American Gas Associa- 
tion, The Pacific Coast Gas Association, and The American 
Bar Association; also at The Life Insurance Investment 
Officers In- 
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stitute at the University of Indiana, at the University of 
Chicago, at the University of Florida, The Harvard Law 
School and the Pennsylvania Bar Association. 

Q. Dr. Dorau, are you aware that the Florida Gas Trans- 
mission Company has used a 642% as a rate of return in 
its cost of the service exhibits in this proceeding? A. Yes. 

Q. What is the scope of your assignment and employ- 
ment in this matter? A. To gather economic evidence and 
provide an economic interpretation which will afford the 
basis of an opinion as to whether the 642% used in the 
cost of service determination is not in excess of a fair rate 
of return to Florida Gas Transmission on its jurisdictional 
business and service. 

Q. As a basis for your opinion as to whether a 642% rate 
of return to Florida Gas Transmission Company is in ex- 
cess of a fair rate of return, have you informed yourself 
as to the general characteristics of the industry and the 
special circumstances under which that Company operates 
as well as the applicable facts as to the costs of various 
classes of capital? A. Yes, so far as they, in my profes- 
sional opinion, would have a bearing. 

Q. What standards of fair rate of return determination 
have guided you in your selection of evidences and their 
appraisal? A. The standards and principles as reflected 
by the legal pronouncements in the Bluefield case and later 
in the Hope Natural Gas Company case have served as 
guidelines. 

I recognize as a first requisite that a regulated enterprise 
is 

122 
entitled to charge rates which will afford it an opportunity 
to earn a return on, 


1) the property which it employs for the convenience of 
the public, 
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2) equal to that being made generally, 

3) at the same time, 

4) in the same general part of the country, 

5) in other business undertakings, 

6) attended by corresponding risk and uncertainties, 

7) but not so high as that realized or anticipated in, 
a) highly profitable enterprises 
b) or speculative ventures 


and also that this return 


8) should assure confidence in the financial soundness 
of the enterprise, 

9) be adequate to support its credit and 

10) enable it to raise the capital necessary to the dis- 
charge of its public duties 


and that this rate of return 


11) will vary from time to time with 


a) changes in investment opportunities, 

b) the money market 

¢) and business conditions generally. 
Revenues from rates are required to be sufficient to: 
1) pay necessary operating expenses, . 
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2) and meet the capital costs of the business which 
include 
a) interest on the debt, 
b) dividend on the stock 


and that by this standard 


3) returns to the equity owners should be commensurate 
with returns on investments in other enterprises having 
corresponding risks 
and that such returns should be sufficient, 
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4) to assure confidence in the financial integrity of the 
enterprise, 

5) to maintain its credit and 

6) to attract capital. 


Q. Please refer now to Exhibit FG-30, entitled ‘‘Rate of 
Return Data.’’ Was this prepared by you or under your 
supervision? A. Yes, it was, to show facts which should 
be considered in reaching a conclusion as to a fair rate 
of return. 

Q. Would you please describe generally the contents of 
Exhibit No. FG-30. A. Exhibit No. FG-30 contains two 
parts. The first, Part A, contains some 60 schedules in 8 
sections setting forth pertinent facts bearing upon the 
standards as to a fair rate of return which I have just 
enumerated. 

The second part, Part B, contains date pertaining to 
Florida Gas Transmission Company in the form required 


by the Commission’s rate increase filing rules, and other 
data which parallel Statement F as included in Florida 
Gas Transmission Company in the form required by the 
Commission’s rate increase filing rules, and other data 
which parallel Statement F as included in Florida Gas’ 
rate increase filing made somewhat more than a year 
ago, but with the data generally updated. 
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Please refer to the index to the contents of Part A of 
Exhibit No. FG-30. This identifies the scope of the ma- 
terial included therein. Section 1 contains data relative 
to the cost of debt and senior capital. Sections 2 through 8 
contain data as to equity for industrial companies, electric 
utilities, the Bell system, natural gas distribution com- 
panies, and natural gas transmission companies. 

Q. Would you now please describe generally, the con- 
tents of Exhibit No. FG-30, Part A, Section 1, which re- 
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flect the facts as to the cost of contractual or debt capital. 
A. The most basic fact for the money market of any econ- 
omy is the central bank’s banker rate, i.e., the price at 
which more money capital will be manufactured and can 
be obtained by banks. 

Schedule 1 records the Federal Reserve Bank re-discount 
rate from April, 1946, to date. It will be seen that the 
cost to manufacture money capital was only 1% in April, 
1946. It is also seen to have been irregularly rising over 
the period until now it is 444%. 

Schedule 2 sets forth the level and change in the yield 
available on 3-month treasury bills and long term United 
States bonds. 

The rise since 1946 is substantial indeed. 

The yield on the three-month bills rose from .375 for 
the second quarter of 1946 to 3.879 for the second quarter 
of 1965 and 4.597 for the second quarter of 1966. 

The yield on long term bonds averaged a 2.14% in the 


second quarter of 1946, 4.14% in the second quarter of 
1965 and 4.58% for the second quarter of 1966. These are 
averages for various maturities. 
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The yield on the so-called bellwether bond, the 444% 
offering of 1962, were available at prices to yield 4.67% 
in the second quarter of 1966 and 4.85% for the July- 
September quarter of 1966. Most recently, they sold to 
yield 4.65%. 

The yield on public utility company bonds of two quality 
classifications, A and Baa, are set forth in Schedules 3 
and 4 for the period 1944 to 1966. We note a most sub- 
stantial increase in yield over the period. 

Schedules 5, 6, 7 and 8 contain data relative to bond 
ratings of electric utilities, natural gas transmission com- 
panies, gas distribution companies, Schedules 9 and 10 
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contain data concerning registered offerings by natural 
gas transmission companies, and Schedule 11 contains data 
relative to average yields on public utility high and medium 
grade preferred stocks. 

Q. What general conclusion do you draw? A. There 
has been a veritable revolution in interest rate levels over 
the period reviewed. 

The rise is substantial both in absolute amount and rela- 
tively. By some measures the level is the highest reached 
in this century. 

Q. Why is this important for your determination? A. 
Because basic interest rate levels are components of all 
return expectation rates, it follows that conventionalized 
levels of rates of return of the cheap-money era must be 
reconsidered in this light. 

Q. Has the rise in corporate bond interest yield levels 
any other implications for rate of return determinations? 
A. Yes, after it is recognized that such interest yield levels 
after 
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proper adjustment for underpricing a new offering and 
the costs of financing are a component of a rate of return 
and also a component of common stock investment rates 
of return. It must also be noted that the rise in debt 
capital cost affects the bases for quality rating and income 
coverage. Thus, at a debt capital cost of 4%, interest re- 
quirements could, at a 50% debt ratio, be covered three times 
by an available income return of 6%. If debt capital with 
the interest component covered three times, cost 5%, the 
rate of return must be 7.50% and if the rate rose to 6% the 
rate of return necessary to provide the same coverage at 
the same debt ratio would be 9%. 

These figures illustrate the fact that a rise in the interest 
rate requires adjustments other than merely meeting a 
higher interest rate on debt capital. If the coverage is 
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impaired, the quality of the debt obligation deteriorates 
and the debt money will cost even more. If coverage is to 
be maintained at the same return, the debt ratio must be 
lowered. 

No matter how the new equilibrium is achieved, the cost 
of capital and fair rate of return must rise. 

Q. What other conclusions do you reach on the basis of 
the facts summarized in Exhibit No. FG 30, Part A, Sec- 
tion 1? A. On an across-the-board basis, electric utility 
credit is clearly superior to gas transmission company 
credit. 

The general quality position of the gas distributing in- 
dustry is significantly above that of the pipeline division 
of the gas industry and as clearly is below the quality ap- 
peal granted to the electric industry. 

By this test of the investment appraisal of the most 
secure layer of invested capital the pipeline industry would 
require a higher rate of 
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return than the gas distributing industry, even as the gas 
distributing industry requires a higher rate of return 
than the electric utility industry. 

Q. Are there any other characteristics or qualifications 
of natural gas pipeline debt-capital obligations which should 
be noted as basic to an appraisal of its credit and capacity 
to command capital? A. Yes, the length of term to ma- 
turity of gas pipeline bonds is typically shorter than for 
electric or telephone or for gas distributing companies. 
Even more, it is to be noted that the typical sinking fund 
requirements are so heavy as materially to shorten the 
effective maturity below the stated or nominal maturity 
thus often from 20 years to an effective average maturity 
of 13-14 years. Basic, of course, is the fact that natural 
gas transmission is identified with natural gas as an ex- 
haustible natural resource. 
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Q. Would you please now refer to Exhibit FG-30, Part A, 
and Schedules 12 through 17 listed under Section 2, re- 
ferring to Moody’s 125 Industrial Companies. Please state 
the reasons for submitting evidence as to investment return 
requirements and investment experience for industrial, i.e., 
non-utility enterprise? A. Industrial, non-utility enterprise, 
is a large and growing investment opportunity. More and 
more such enterprise depends on public investment of funds. 
It represents an attractive investment alternative for more 
and more capital, individual and institutional. For many 
classes of investors, industrial enterprise has become the 
most important and favorite area of investment. The 
alternative investment opportunity afforded by industrial 
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enterprise must, therefore, be recognized and the alterna- 
tive earnings opportunity, which it affords, analyzed and 
compared. Additionally, the industrial investment alterna- 
tive is the most important competitor for the capital which 
a regulated enterprise seeks and the prospective return 
rates held out are the alternative opportunity cost of cap- 
ital. The industrial competition for capital must be met. 
It is, therefore, necessary to determine what it had and 
has to offer as a rate of return. 

Q. Would you now please describe generally the contents 
of Schedules 12 through 17 of Exhibit No. FG-30, Part A. 
A. Schedule 12 reflects a selection of pertinent basic eco- 
nomic data for this group of industrial enterprises, on a 
per share basis. Schedule 13 relates these data to book 
value per share in order more accurately to reflect earn- 
ings, dividends, price ratios and growth. Schedule 14 re- 
lates earnings and dividends to market price. Schedule 
15 relates the 1965 achieved earnings to the acquisition 
prices of one composite share in the fourth quarter of 
each year. Schedule 16 provides dividend experience on 
the same basis as Schedule 15 provides the earnings ex- 
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perience. Schedule 17 reflects the composite result of 
investor gains in market value appreciation plus dividends 
received. 

Q. Would you please summarize the data shown by 
Schedules 12 through 17. A. For the 125 industrials here 
used, the essential facts for 1965 are as follows: the rate 
of return earned on total capitalization was 13.13%; the 
rate of return earned on equity capitalization was 14.62%, 
and the common equity capitalization ratio was 83.3%. 

Industrial enterprises do not characteristically carry a 
significant 
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amount of long term debt or other senior capital. The 
common stock equity is thus for industrials much nearer 
to the assets. As a consequence then, the income available 
for common is a larger proportion of total or gross income 
for industrial enterprises. 

The median rate of return (net income after taxes as a 
percent of equity) for the 125 industrial companies was 
12.55% for the year 1965. Although the range was from 
2.91% to 29.36% the central tendency of a 12% to 14% 
level is emphasized by the weighted average rate of return 
of 14.62%. 

Q. Please refer to Exhibit FG-30, Part A, Section 3 con- 
taining data relative to Class A and B electric utilities, 
and describe generally the contents of Schedules 18 and 
19. A. Schedule 18 reflects a limited number of essential 
indicators of the earning power of common stock capital 
in the electric industry, and the position of the equity in- 
vestment in that industry. Schedule 19 represents an 
array of the overall rates of return reported as earned by 
the Federal Power Commission Statistics of Electric Util- 
ities, 1963, for the three years 1961, 1962 and 1963. 

Q. Would you please summarize the results shown by 
Schedules 18 and 19? A. The 1964 earnings rate on com- 
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mon stock equity as shown by Schedule 18 were as fol- 
lows: rate of return earned on total capitalization was 
7.10% ; rate of return earned on equity capitalization was 
12.29%, common equity capitalization ratio was 37.9 per- 
cent and percent of income available for common equity 
was 65.5%. Referring to Schedule 19 and the array of 
rates of return shown therein, the arithmetic mean was 
7.08%, the median was 7.10% and the first to third quartile 
ranges from 6.43% to 7.86%. The more recently available 
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facts for 1964, together with 1962 and 1963, produce an 
arithmetic mean of 7.27%, a median of 7.23% and a first 
to third quartile range of 6.53% to 8.02%. 

Q. Would you now please refer to Exhibit No. FG-30, Part 
A, Section 4 containing Schedules 20 through 26 and de- 
scribe the contents therein contained. A. These schedules 
contain an analysis of the return results reflected by the 
very well known group identified as Moody’s 24 utilities. 

Schedule 20 contains the identification of the 24 utilities. 
Many of the basic facts as to this group of 24 utilities which 
represent a large percentage of the assets of the entire 
United States electric utility industry are regularly pre- 
pared and published by Moody’s Investor Services, Inc., 
and have long been publicly available for analysis and 
critical appraisal. Schedule 21 contains data relative to 
prices, earnings, dividends and retained earnings per com- 
posite share. 

In Schedule 22, earnings, dividends and price appre- 
ciation are relative to a constant share or book value base. 

In Schedule 23, the relation of earnings and dividends to 
prices is set forth. 

Schedule 24 assumes the purchase of one composite 
group share of the Moody group of 24 utilities in the fourth 
quarter of each year at average fourth quarter prices. It 


15 


(130) 


then traces and records the investor’s experience with his 
investment. 
In Schedule 25 the dividend experience is similarly ana- 
lyzed and summarized. 
Schedule 26 shows the total investor gain, the form of 
dividends 
131 


received plus appreciation. 

Q. Would you please summarize the results shown by 
Schedules 20 through 26? A. The essential equity position 
facts for the group of Moody’s 2% utilities for the year 
1965 are as follows: rate of return earned on total cap- 
italization, 7.08%; rate of return earned on equity capi- 
talization, 11.90%; common equity capitalization ratio, 
39.7%, and percent of income available for common equity, 
66.7%. 

Q. Sections 3 and 4 of Exhibit No. 30, Part A, which you 
have just described, relate to the electric utility industry. 
Would you please summarize briefly the significance of the 
data shown for the electric industry in relation to the 
problem of obtaining a fair rate of return for Florida 
Gas Transmission Company. A. The data relative to the 
electric utility industry offers a wide range of reliable 
evidence useful for comparison and test, but, of course, 
not for direct application by substitution to the natural 
gas transmission industry. As I have testified previously, 
the electric industry’s capacity to command capital is 
superior to that of the natural gas pipeline industry. Yet, 
the comparison affords a useful minimum comparison 
standard. We know, to begin with, that the capacity of 
the electric industry to command capital is superior and 
that means at a lower rate of return than necessary for a 
lower credit such as the pipeline industry. 

Knowing that whatever investor experience and invest- 
ment return ratios which may be found for such a group 
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of electric utilities will most certainly be less than what 
is needed for Florida Gas Transmission we can 
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by this comparison obtain a very reliable minimum level 
from which to evaluate the rate of return of a natural gas 
pipeline undertaking. 

Q. Would you please turn to Exhibit FG-30, Part A, Sec- 
tion 5, identified as relating to The American Telephone & 
Telegraph Company, and describe briefly Schedules 27 
through 33 shown therein. A. These schedules relate to 
the Bell System. This experience is used as a standard 
of comparison since this represents the largest aggregate 
of utility capital under common ownership and manage- 
ment. The capital invested in 1965 was $29,759 million. 
The average annual volumes of equity financings for the 
past five years was $1,551 million and the total for the 
period 1955-1966, $12,921 million. 

Obviously, this constitutes the largest single demand for 
capital and a most important alternative investment oppor- 
tunity. The bases on which such an investment was ob- 
tained and the investor’s experience in it afford most 
excellent evidence. Bell System financing has for a long 
period afforded a competitive alternative investment op- 
portunity for almost any investor’s dollar. The Schedules 
in this group parallel ones in other groups. 

Schedule 27 shows the prices, earnings, dividends and 
book equity per share for the Bell System. 

Schedule 28 shows similar data but related to $100 con- 
stant book value share. 

Schedule 29 shows the relationship of earnings and divi- 
dends to fourth quarter prices. 

Schedule 30 shows the investor experience with respect to 
common 
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stock; the 1965 earnings related to fourth quarter prices 
in the year of acquisition. 

Schedule 31 shows data paralleling that for Schedule 30, 
but with respect to dividends rather than earnings. 

Schedule 32 contains data showing market appreciation 
and dividends related to initial investment. 

Schedule 33 shows relative to equity position and rate 
of return. 

Q. Would you please summarize the results shown by 
Schedules 27 through 33 for the Bell System? A. The essen- 
tial equity position facts for the Bell System for the year 
1965 may be summarized as follows: rate of return earned 
on total capitalization, 7.66%; rate of return earned on 
equity capitalization, 9.37% ; common equity capitalization 
ratio, 66.4% and percent of income available for common 
equity, 81.2%. 

Q. What is your view as to the comparability of the Bell 
System data relative to the natural gas pipeline industry? 
A. There is intended here no implication that the posture 
of equities in the natural gas pipeline industry are di- 
rectly comparable or in any way as conservative as for 
the Bell System or that the posture of the Florida Gas 
Transmission Company common is comparable unless ad- 
justed for the differences which exist. Here again, we 
compare with an indisputably superior credit and capacity 
to command capital. It follows, however, that the needs 
and necessities of a natural gas pipeline enterprise such 
as Florida Gas are substantially higher than the levels 
reflected by the evidence drawn from Bell System result 
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and Bell System investor experience. To compete, pro- 
spective pipeline return rates must be better. 


Q. Please turn now to Exhibit FG 30, Part A, Section 6, 
in re Moody’s Ten Natural Gas Distribution Companies, 
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and describe generally the contents of Schedules 34 through 
45 contained therein. A. The basic data for this compila- 
tion have been obtained from Moody’s Public Utility Man- 
uals, Moody’s Annual Dividend Records and William B. 
Dans Company Bank and Quotation Records. These data 
were tabulated and summarized to obtain weighted average 
earning rates and financial ratios for the composite group 
of ten gas distributing companies. 

The ten companies listed are among the most prominent 
and representative large gas distributing utilities in the 
United States. The list does not include some of the largest 
gas companies which are ‘‘integrated’’, i.e., operate pipe- 
lines and/or production as well, distribute gas as a public 
utility. 

Turning now to the Schedules which contain information 
generally paralleling that I have described previously for 
the other Section of Exhibit No. FG-30, Part A, Schedule 34 
contains a list of the 10 distribution companies. 

Schedule 35 contains data relative to prices, dividends, 
and book equity per composite share. 

Schedule 36 contains data as to earnings and dividends 
related to fourth quarter prices. 

Schedule 37 contains data relative to earnings-price ratios 
of individual in the group. 

Schedule 38 contains data relative to dividend price 
ratios of 
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individual companies in the group. 

Schedule 39 contains data as to prices, earnings, divi- 
dends and retained earnings per $100 constant book value 
share. 


Schedule 40 contains data relative to the equity posi- 
tion and rate of return. 
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Schedule 41 contains data as to investor experience with 
common stocks—1965 earnings related to fourth quarter 
prices in year of acquisition. 

Schedule 42 contains data similar to that of Schedule 
41, but for dividends rather than earnings. 

Schedule 43 contains data as to earnings on common 
equity of individual companies in the group. 

Schedule 44 contains data with respect to investor ex- 
perience with common stock—1965 earnings to fourth quar- 
ter prices in the year of acquisition, but as to individual 
companies in the group. 

Schedule 45 contains data as to average annual market 
appreciation and dividends as a percent of initial invest- 
ment. 

Q. Would you please summarize the data shown in Sec- 
tion 6 of Exhibit No. FG-30, Part A, relative to the ten nat- 
ural gas distribution companies. A. The essential equity 
position factors for the ten gas distribution companies for 
the year 1965 are as follows: rate of return earned on 
total capitalization, 7.64% ; rate of return earned on equity 
capitalization, 13.48% ; common equity capitalization ratio, 
39.4% ; and percent of income available for common equity, 
69.6%. 

Q. What is your opinion as to the comparability of the 
gas distributing 
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utilities and the natural gas transmission companies? A. 
The gas distributing utilities represent a segment of the 
gas industry and thus they have important characteristics 
in common with the natural gas transmission companies. 
As gas distributing companies, they are regulated as public 
utilities. I consider them a superior credit and as having 
greater capacity to command capital than the pipeline gas 
transmission industry. The enterprises are older and well 
established than Florida Gas Transmission as such. They 
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are financially mature and can, across-the-board, command 
capital at a more favorable cost. They constitute an im- 
portant industry group which competes for capital with 
natural gas pipeline enterprise. As investments they con- 
stitute a competitive alternative. Investor experience in 
this industry and the investment results achieved afford 
a basis for comparison and the finding of an alternative 
opportunity cost. 

In offering the results achieved and investor’s experience 
in this selected group of natural gas distributing enter- 
prises, I do not presume that Florida Gas Transmission 
has an equal capacity to command capital. I would say 
rather that since this group is a superior selection, any 
results indicated or experience reflected would be low by 
reference to what would be necessary for an undertaking 
such as Florida Gas Transmission. 

The recognized stricture on comparison for purposes of 
rate of return determination is against using some less 
favorable comparison to reflect the alleged need for a 
higher rate of return. I could not, therefore, say that 
what Florida Gas Transmission requires is necessary for 
this group or possibily for any company in the group. But 
whatever may be indi- 
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cated for a group such as this is going to be below what 
is required for Florida Gas Transmission. The results 
found for this group, therefore, afford a good and useful 
benchmark, a conservative one indeed, not as good by com- 
parison as the bases indicated for the electric utilities or 
for the Bell System as representative of the telephone util- 
ity, but yet better than the Pipeline transmission division 
of the gas industry. 

Analysis of the earning levels of this group and the in- 
vestor’s experience will provide useful bases of compar- 
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ison, particularly if and when adjusted for the lower invest- 
ment appeal of a natural gas transmission enterprise. 

Q. Would you please now turn to Section 7 of Exhibit 
¥G-30, Part A, and describe generally the contents shown 
therein. A. This series of Schedules, Schedules 46 through 
57, show data relative to Moody’s ten natural gas trans- 
mission companies, as identified on Schedule 46. The data 
generally parallels the corresponding Schedules I have 
identified previously for the distribution companies in 
Section 6. 

Proceeding to the Schedules themselves, Schedule 46 is 
an identification of the ten gas transmission companies. 

Schedule 47 contains data concerning prices, earnings, 
dividends and book equity per composite share. 

Schedule 48 shows data concerning prices, earnings, divi- 
dends and book equity as related to a $100 constant book 
value share. 

Schedule 49 shows the relationship of earnings and divi- 
dends to fourth quarter prices. 

Schedule 50 contains data relative to earnings-price ratios 
for 
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individual companies in the group. 

Schedule 51 above shows dividend-price ratios for indi- 
vidual companies in the group. 

Schedule 52 contains data showing the relationship of 
1965 earnings to fourth quarter prices in the year of ac- 
quisition. 

Schedule 53 shows data similar to Schedule 52, but for 
individual companies in the group. 

Schedule 54 shows the relationship of 1965 dividends to 
fourth quarter price in the year of acquisition. 

Schedule 55 shows the average annual market apprecia- 
tion and dividends as related to initial investment. 
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Schedule 56 identifies the equity position and rate of 
return. 

Schedule 57 shows data as to the earnings on common 
equity for individual companies in the group. 

Q. Would you please summarize the results insofar as 
the equity position is concerned for these 10 natural gas 
transmission companies? A. The data for the year 1965 
may be summarized as follows: rate of return earned on 
total capitalization, 7.59% ; rate of return earned on equity 
capitalization, 14.69% ; common equity capitalization ratio, 
27.6% ; and percent of income available for common equity, 
53.3%. 

Q. Please refer to Exhibit FG-30, Part A, Section 8, and 
describe generally the contents of the schedules there 
shown. A. This Section contains four schedules and one 
chart containing summary comparisons of the data de- 
veloped in the prior schedules. The first comparison is 
offered in Schedule 58. In it the equity earnings, and total 
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income results as well as significant measures of the com- 
parative equity positions are set forth. 

In this Schedule 58, the same measures are reflected on 
the same line so as to afford a ready and convenient op- 
portunity to compare the several lines of evidence set forth 
in successive columns for the several groups. 

Q. Have you also summarized the investors’ experience 
with the several groups of enterprises for which you set 
forth comparative enterprise investment return rates? A. 
Yes, as in Schedule 59. 

Q. Will you explain this Schedule? A. This Schedule 
summarizes the return experiences of investors in the ac- 
quisition of the common stocks of the several groups and 
classes of enterprise. Only the equity returns at market 
prices are here reflected not the overall return rates or the 
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equity investment earning rate. Two measures are sum- 
marized for each of five industry groups. 

Q. What is the purpose and meaning of Schedule 60? A. 
This Schedule reflects the verdict of the marketplace as 
to the changing relative appraisal and attractiveness of 
four comparison groups, Moody’s 125 industrials, Moody’s 
24 electric utilities, Moody’s 10 gas distributing companies, 
the ten gas transmission companies, as well as finally the 
stock of the parent company of Florida Gas Transmission. 

The schedules set forth the prices and for ease of com- 
parison of results also an index number with the average 
for 1952 as 100 except as to Florida Gas which is first 
available in 1959. 
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Q. Have you one other test which you wish to apply? A. 
Yes. In consideration of a statistical procedure which re- 
quires the use of a constant unit of measurement, I tested 


the comparative market appraisal of the several compar- 
ison groups on a price per dollar of book equity basis. 

Q. Where is this refinement reflected? A. In Schedule 61. 

Q. Would you please state your general conclusions as 
to certain of the comparative factors to be considered in 
establishing a fair rate of return? A. A fair rate of pro- 
spective return which would meet all the legal standards 
and be economically effective must reflect the investment- 
wise less attractive position of the natural gas transmis- 
sion industry as compared with the gas distribution in- 
dustry, the telephone industry and the electric industry and 
meet the challenge of the alternative investment opportu- 
nity of unregulated industrial enterprise. It must in addi- 
tion reflect presentday realities as to the cost of senior 
capital and the higher equity return ratios in which such 
higher loan interest rates are also as components reflected. 
A prospective fair rate of return must also serve to spark 
enterprise and innovatioon, hold forth the chance of a 
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larger return as earned by effort and enterprise. It needs, 
moreover, to restore hope and expectation of growth pros- 
pects as a basis for investor gains and the chance to do 
as well as might be expected in alternative investment op- 
portunities. 

Q. Based upon your detailed analysis and testimony, will 
you please state your opinion as to whether a 614% under 
current conditions is in excess of a fair rate of return? 
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A. It is obviously not. The evidence is overwhelming that 
it is not. 

Q. Mr. Smith has testified that the increased transporta- 
tion rates which Florida Gas Transmission Company is 
now charging would produce transportation revenues which 
compute to an approximate 6.88% rate of return on the 
transportation service. Would you state your opinion as 
to whether such a return is in excess of a fair rate of 
return for Florida Gas Transmission Company under cur- 
rent conditions? <A. If a 6.88% return were earned on the 
transportation service, such a rate of return would not be 
in excess of a fair rate of return. 
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Mr. Patterson: We are claiming such a return in our 
direct case. 


Presiding Examiner: Oh, now, we are getting down to 
business. Claiming what rate? 
Mr. Patterson: 6.88, 


Presiding Examiner: All right, that is all I want to 
know. Your company then feels you ought to be making 
6.88. That is all I want to know. 


Mr. Patterson: That is correct, sir. 
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Presiding Examiner: And your point is that you are not 
making that much according to the showing of your test 
year? That is the point of your case? 

Mr. Patterson: Under the increased rates; yes, sir. 

Now, in this case Staff has submitted no testimony as 
to fair rate of return. Thus we do not know whether 
we have any issue as to 6.88 percent constituting for this 
case an uncontested fair rate of return. 
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Mr. Morley: Mr. Examiner, as I adverted briefly to the 
net result of what this increase sought by Florida Gas 
Transmission Company does, of the $1,730,000 a year 
increase in the T-1 and the T-2 rates, as a result of our 
contractual relationships with the Florida Power Corpora- 
tion and the Florida Power & Light Company, of that total 
increase in the T-1 and T-2 rates, Sun absorbs, by re- 
ductions in the revenues which it receives from its sales 
of gas to those two companies, over 82 percent of the 
total increase, or $1,400,000 a year. 

Now, this is the second rate increase which we are being 
asked to absorb. As Mr. Patterson pointed out in the 
earlier rate case, Docket No. RP61-3, Sun there as a re- 
sult of the settle- 
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ment of that rate case, was required to absorb a reduc- 
tion in its gas sales revenues to the two power companies 
of $375,000 a year. 

Now, with respect to the validity of these increases which 
the Florida Gas Transmission Company is here seeking, 
in their original testimony—and I have heard no mention 
of it here today with respect to rate of return—there was 
a witness tendered by the name of Samuel J: oseph, who was 
an economist with H. Zinder Company, and he there at 
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some extended length showed the reasonable position which 
the applicant was taking by seeking only a 614 percent 
return, and that was the rate of return to which the rates 
were based—that is, the increased rates which they filed. 
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Presiding Examiner: How long ago was that? 

Mr. Morley: That was when they filed the rate increase 
in August of 1965. 

Now, Mr. Examiner, things have changed. By their own 
exhibits they show that this rate increase which they seek 
exceeds the cost of that service as submitted by $400,000 a 
year. 

Now, when you asked Mr. Patterson about were they los- 
ing money or were they making money, well it is perfectly 
obvious what has happened here. Because the revenues 
now exceed the costs, Mr. Dorau comes in and says, well, 
sure, but after all that is only a 6.88 percent return, rather 
than a 6.5 percent return, so that is reasonable. Now I am 
sure if the answer had been seven percent, or some other 
percentage, they would conclude that that was reasonable, 
too. 


Presiding Examiner: So anyway, we are now in the sit- 
uation that you filed certain rates a year ago, which you 
at that time computed on the basis of 644 percent, and you 
filed those rates. 

Mr. Patterson: That is correct. We filed those rates. 

Presiding Examiner: Now it turns out after a year of 
actual experience that actually you make 6.88 percent. 

Mr. Patterson: That is correct. 

Presiding Examiner: And you say you still think they 
are just and reasonable? 

Mr. Patterson: That is correct. 
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Presiding Examiner: All right. 

Mr. Patterson: We say they are not in excess of a fair 
rate of return. That is our position. 
+ . * * * * * * * we 
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Frorma Gas Transmission CoMPANY 
Docket No. RP68-1 
Prepared Direct Testimony of Dr. H. B. Dorau 


Q. Please state your name and address. A. My name is 
Herbert B. Dorau, my residence is 6050 Boulevard East, 
West New York, New Jersey. 

Q. Are you the same Dr. H. B. Dorau who testified in 
Docket No. RP66-4 and prepared Company Exhibit No. 
FG-30? A. Yes. 

Q. Is your profession and association the same as noted 
in your prepared testimony in Docket No. RP66-4% A. 
Yes. 

Q. Would you add anything further to your statement 
of professional experience? A. I have since appeared in 
two additional natural gas cases and one electric utility 
case in re the fair rate of return as well as completing ex- 
hibits and testimony in a third natural gas rate case. I 
have also been engaged in basic research as to bases of 
and procedures applicable to the determination of common 
stock equity earning rates in relation to a fair share of re- 
turn. 

Q. What is the scope of your assignment and employment 
in this present matter? A. I have been asked to update 
the data developed by me in Exhibit No. FG-30 in Docket 
RP66-4 and to supplement those data there reflected with 
any 

2411 
other data relevant to the determination of a fair rate of 
return to Florida Gas Transmission as of July 31, 1967 
and for a reasonable future period. 
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Q. Have you done so? A. Yes, with the understanding 
that Exhibit No. FG-30 of Docket No. RP66-4 and my testi- 
mony in that same Docket are incorporated in this record 
in Docket No. RP68-1. I have so far as practical and 
convenient avoided repetition in both exhibit and testimony 
unless and except as subsequent developments in money 
markets and general economic conditions may have required 
and so far as further supplementation would in my opinion 
provide additional useful bases of judgment for the Com- 
mission. 

Q. Are you aware that the Company is including a 
7.20% rate of return on rate base in its cost of service ex- 
hibits? A. Yes, I was so informed by counsel. 

Q. Has this knowledge of the Company’s proposal had 
any influence on your procedure or determinations based 
on the evidence you have gathered and on which you re- 
lied? A. None whatsoever in either dimension. 

Q. Why? A. A gas transmission company, albeit regu- 
lated, is yet a business. Success in business requires de- 
cision-making involving business strategies viewed as best 
suited to achieve business ends. Pricing the product or 
service is of the highest order of business strategy. Many 
factors demand consideration. Thus it follows that what 
the Company chooses, in its exercise of business judgment, 
to seek as a rate of return as of a time or 
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for a period does not determine what a fair rate of re- 
turn actually is as of such time or for such period. Such 
a determination of business strategy therefore should 
not have and in this instance has not had any effect on a 
finding of a fair rate of return. Such a Company decision 
should neither influence a fair rate of return finding nor 
should a company decision of this character prejudice the 
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objective and independently determined fair rate of re- 
turn. 

Q. I show you a document entitled Exhibit No. FG-60, 
Florida Gas Transmission Company, Rate of Return Data, 
updating and supplementing Exhibit No. FG-30, Docket 
No. RP66-4, and ask whether this was prepared by you 
or under your direct supervision? A. Yes, it was. 

Q. At 1 Tr. 121-123 you identified the standards of fair 
rate of return determination which guided you in the 
selection of evidence. Has the selection of evidence in Ex- 
hibit No. FG-60 been guided by the same standards? A. 
Yes. 

Q. Will you now refer to Schedules 1 and 2 and indicate 
the significant changes, if any, in basic money rates since 
your preparation of Exhibit No. FG-30 in RP66-4? A. 
On April 7, 1967, the Federal Reserve Discount Rate was 
reduced from 444% to 4% and the 4% rate is in effect 
as of September 1967. This rate is very important for 
the price of short-term money but only of indirect or long 
term significance for the cost of long term debt capital. 
The stimulus to the money supply has been marked, ac- 
cording to the Federal Reserve Bulletin 
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of August 1967, from a 1966 level of 170 Billion dollars to 
178 Billion in the last week in July of 1967 and the rise, 
probably as great as ever in peacetime history, continues. 
As of August 30, 1967 the total was 179 Billion dollars. 
Yet, with all that, the recent levels of bond yields and 
the cost of debt capital from new offerings has exceeded 
even the high levels of the third quarter of 1966. It fol- 
lows that bank liquidity and the supply of funds for com- 
mercial purposes has been very substantially increased 
but with no effect as yet except rising prices for com- 
modities and services. The cost of debt capital to utilities 
has continued to rise but of course there is no answer to 
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the observation that had the flood gates of money supply 
not been opened the cost of long term debt capital might 
be even higher. 

The changes in the cost of long term capital by reference 
to yields on various classes of government bonds is up- 
dated in Schedule 2. Looking at the yields on long term 
U.S. bonds it is seen that for July 1967 the yield was 
4.86% and in August, 1967, 4.95% as compared with 4.78% 
for July-September 1966. The 414% bonds of 1987-1992 
widely used as the ‘‘bell-water’’ or ‘‘water-mark’’ series 
for long term governments sold on September 14 to yield 
5.11% as compared with 5.18% as of October 3, 1967, and 
most recently. I had previously noted the tremendous rise 
in the rate of return available on U.S. Government bonds, 
over 100%, since 1946 and the days when good old 6% was 
viewed as a fair rate of return. Reflecting only the rise 
in yield on long term government bonds, the equivalent 
rate of return would now exceed 8%. 


Q. What do the most recent figures for yields on Moody 
A rated public 


2414 


utility bonds show as set forth in Schedule 3? A. Also 
very substantial increases in the cost of long term public 
utility capital as rated A by Moody. The new figure for 
October 1966 is 5.74%, for November 5.63%, and for De- 
cember 5.67%. A slight decline is noted through Janu- 
ary-April 1967 and then the rise resumed, 5.66% for May; 
5.84% for June; 5.94% for July; and 5.96% for August. 
For September, 1967 the average was 6.05%. 

Two cautions are in order by reference to this series. 
These rates are not the cost to the borrowing utility and 
are on small lot resales as against the large volume im- 
pact of new offerings. Such yields would therefore have 
to be adjusted for the costs of financing and the market 
pressure to be absorbed by a large new offering as com- 
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pared with the small volume resale prices on which these 
yields are based. Also to be noted and recognized is 
the fact that these are A rated bonds. Florida Gas Trans- 
mission Company mortgage bonds recently offered (Aug- 
ust 1967) were rated Ba. The series however serves the 
useful purpose of indicating how much the necessary re- 
turn has increased on the senior capital level of an A 
quality. Again a look at September 1946 shows a yield 
of 2.75% and September 1967, 6.05%, a more than 100% 
rise and more than 3% in yield rate. Since the loan 
rate of interest is a component of all return ratios, a 
presently adequate rate of return must reflect such in- 
creases in return rates earnable on alternative investments 
which are in a more secure position than the average dollar 
invested across-the-board in a utility capital structure to 
which the over-all rate of return is applicable. 

Q. Will you turn now to Schedule 4 and indicate the 
changes there 


2415 


reflected since October 1966 in the investor return yield rate 
available on Baa rated bonds? A. The average for the 
full month of October 1966 is now 6.07%. During Novem- 
ber through February, yields declined from the 1966 high 
level to 5.63 only to resume the rise to 5.69 in March, 5.74 
in April, 5.93 in May and onward and upward to 6.29% 
in August. The latest available evidence as of September 
1967 reflects an average of 6.32%. 

Again these yields are only evidence since they are not 
costs to company and are based on small volume resale 
transactions. Moreover, the Baa rating yield level which 
they reflect is yet a notch above the Ba rating accorded 
Florida Gas Transmission on mortgage bonds. Moody 
does not prepare or publish a yield index for a quality 
rating as low as Ba. 
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Q. What is the import of Schedule 5? A. This schedule 
sets forth the names of the companies, and their bonds, 
which are used in the several Moody’s average yield series 
and the published statements as to the meaning of the 
several ratings from Aaa to Ba. We would note the 
characterization of the Ba class in particular since that is 
the rating given the most recent, and public, offering of 
Florida Gas Transmission mortgage bonds. Moody states 
the qualification of a Ba bond as follows: 


‘‘Bonds which are rated Ba are judged to have specu- 
lative elements; their future cannot be considered as 
well assured. Often the protection of interest and 
principal payments may be very moderate and thereby 
not well safeguarded during both good and bad times 
over the future. Uncertainty of position 
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characterizes bonds in this class.”’ 

Q. What is the purpose of Schedule 6? A. To establish 
the general level of the quality of debt obligations of the 
group of 10 natural gas transmission companies (Moody’s 
10) and thus a first line of evidence as to the capacity to 
command capital, i.e., credit, of this class of industry. 

The schedule has been updated to the end of 1966. The 
quality of the outstanding debt has improved slightly. 
This large segment of the gas transmission industry still 
has no representation in the Aaa class but it did achieve 
a 3% representation by issues in the Aa class and also 
3% by dollar volume, all however in one company, Southern 
Natural Gas. The A rated bonds are now 24% by both 
number and volume, Baa rated bonds account for 44% of 
the issues and 44% by dollar volume. The Ba rating ac- 
counts for 29% of the number of issues and dollar volume. 
The meaning of this distribution of debt obligations by as- 
signed quality ratings will become more apparent after 
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comparison with an industry of superior credit such as 
the electric utility or the telephone utility. 

If each rating is assigned a scale value of 1 for Aaa, 2 
for Aa, 3 for A, 4 for Baa and 5 for Ba, the weighted 
score is found to be 3.99, which is very near the Baa 
quality level score of 4. 

Q. What is the significance of this kind of an appraisal? 
A. Any single enterprise suffers or gains by the company 
it keeps, i.e., in what kind of an industry it is found. The 
general investor reaction to an industry rubs off on in- 
dividual enterprises in that industry. The credit of even 
the best enterprise unit in an industry is somewhat im- 
paired 
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by the industrial classification with which it is identified. 
It is therefore to be noted by reference to Schedule No. 
6 that the natural gas transmission industry is a Baa grade 


credit even though 3% of the issues of the 10 more or most 
prominent companies is Aa and 24% A rated. By compari- 
son with other utilities, as will be seen in new supplementary 
Schedules 8A, 8B and 8C, the investor regard for gas 
transmission company debt is low. This means of course 
that the investor expects and demands a higher return to 
make such investments equally attractive with those in- 
dustries competitively seeking capital in the same money 
markets. It follows also that the degree of negative ap- 
peal reflected at the debt security level will permeate the 
full range of capital investment. Equities are no better 
than the debt to which they are junior and subordinated. 

Since the investor is not opposed to taking prospectively 
profitable risks, i.e., taking risks for which he can hope to 
obtain a sufficiently higher return to compensate for the 
added measure of risk and general investment attractive- 
ness, all that really stands in the way of an improved pos- 
ture of the natural gas transmission industry is regulatory 
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recognition that higher rates of prospective return are re- 
quired in such an industry than in other utilities. In in- 
vestment appeal this natural gas transmission industry not 
only rates near the bottom of the public utility heap but 
its relative appeal has declined. Serious loss of invest- 
ment favor on the part of an entire industry is not quickly 
recovered and all enterprise units in such an industry suffer 
from the general attitude of the market. 

Q. What have been the changes in Schedule 7? A. The 
proportion of Aaa rated issues and volume has changed 
little 
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from 27% to 26%, the proportion of Aa rated electric 
utility bonds has decreased from 69% to 53% but the 
proportion of A rated bonds inereased from 4% to 21% 
in number. A large part of the change is due to the down- 
rating of the bonds of one company, and a large one with 


95 issues and a dollar value of $1,535,000,000 from Aa to A. 

If for comparative purposes the bond ratings for the 
24 large electric utilities selected by Moody for its series 
are scored as before, 1 for Aaa, 2 for Aa, 3 for A and 4 for 
Baa, the average score is 1.95 or slightly better than an 
Aa quality. This it may be recalled compares with the 
10 natural gas transmission companies with a score of 
3.99 or just under the 4 rating for the Baa class. In other 
words, the debt quality of the gas transmssion group 1s 
Baa and for the electric utility group a shade better than 
Aa, thus two full rating classes apart. Obviously a Baa 
rated industry requires the prospect of a greater return 
than an Aa quality industry and a Ba rated debt quality 
even more so. 

Q. What changes over the past year are to be noted by 
reference to Schedule No. 8 A. This schedule analyzed 
the ratings accorded another branch of the gas industry, 
namely, gas distribution. Using the bonds of the 10 com- 
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panies Moody selected for its gas distribution series, it is 
found that there was again no Aaa rated gas bond, that the 
proportion of the issues by number rated Aa, increased only 
from 43% to 44%, the A rated issues declined from 56% 
to 55% and the Baa remained at 1%. 

By reference to dollar volume so rated it would be seen 
that at the end of 1965, 
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Aa rated dollars were 43.1% 
A rated dollars were 55.6% 
Baa rated dollars were 1.3% 


and that at the end of 1966 


Aa rated dollars were 43.8% 
A rated dollars were 55.1% 
Baa rated dollars were 1.1% 


of the total outstanding. 


Using the same scoring standard, applied previously to 
the gas transmission group and the Moody’s 24 electric 
utilities, the gas distributing industry score would be 2.57 
or considerably better than an average A grade, with a 
par of 3, and as compared with 3.99 for gas transmission 
companies barely under the par of 4 for Baa bonds. 

It follows by these tests that the natural gas distributing 
industry, as an industry, commands a less favorable in- 
vestor response then the electric utility but enjoys a much 
better rating than that accorded the natural gas trans- 
mission industry. It follows therefore that the comparative 
levels of prospective rates of return must meet these dif- 
ferentials if access to the money market is going to be 
competitive. 

Q. What is the purpose of Schedules 8A, 8B and 8C which 
I understand supplement rather than merely update Ex- 
hibit No. FG-30 in Docket No. RP664? <A. Yes, Schedules 
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8A, 8B and 8C supplement Exhibit No. FG-30 and 
the purpose is to provide the broadest possible base for 
testing the 
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comparative credit of electric utilities, gas distributing util- 
ities, telephone utilities and the natural gas transmission 
industry. 

The test embraces all the bond issues of these several 
classes of utilities as rated by Moody in their 1967 Public 
Utility Manual. 

Q. What did you find as to the comparative ratings ac- 
corded the debt of these several classes of utilities and nat- 
ural gas transmission companies? A. First by reference to 
Schedule 8A, it will show the distribution of all rated elec- 
tric, gas and telephone bonds, and distinguishes gas distri- 
bution utilities from other gas enterprises on the basis of 
the number of issues of each quality classification found in 
each industry group and the percent of the issues for each 
industry group by quality rating. The tabulation is also 
basic to the comparative quality score analysis by industry 
group in Schedule 8C. To be noted particularly, for com- 
parative appraisal, is the distribution for ‘‘other gas com- 
panies,’? ie., other than gas distribution which shows 
(C-Col. 2) 43% at Baa and Ba ratings. This compares 
with 6.4 for electric utilities and 9.5% for telephone com- 
panies. Also in B-Col. 2, it is seen that ‘‘other gas’’ ac- 
counted for 69.2% of all the Ba ratings and 26.2% of all 
the Baa rated issues. 

Q. What conclusion do you draw from the facts as set 
forth on Schedule 8A? A. The quality of gas industry debt 
is inferior to that of the electric and telephone industries 
and the quality of the ‘‘other gas”’ classification, ie. gas 
transmission primarily, is substantially inferior to that of 
the electric and telephone as well as that of the gas 
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distribution enterprise. The implications for necessary 
rate of return levels is obviously to require a higher level 
of rate of return for gas transmission than for electric, 
telephone or even gas distribution enterprise. 

Q. What comments do you wish to make in regard to 
Schedule 8B? A. Schedule 8B differs from Schedule 8A 
only in that the basis is the dollar amount of rated issues 
rather than the number of issues. 

The results there reflected support the same conclusions 
as those reflected for the analysis of Schedule 8A, namely 
that the investment quality rating accorded the gas indus- 
try is below that of electric and telephone uilities and for 
the gas transmission segment of the gas industry it is sub- 
stantially below that of the highly regarded electric and 
telephone industries, as well as the gas distribution in- 
dustry. 

Q. What does Schedule 80 provide? A. Schedule 8C re- 
duces the facts set forth in Schedules 8A and 8B to con- 
densed and readily comparable scores for greater ease of 
comparison as between the several utility industries and 
natural gas transmission companies. In Part A lines 1-8, 
each of the industries is scored on the basis of the number 
of issues obtaining a given quality rating with Aaa as 1, 
Aa as 2, A as 3, Baa as 4, Ba as 5 and B as 6. In Part B, 
lines 9-16, the same scoring is made on the basis of the dol- 
lar volume of each rating by industry classes, 

It will be seen by reference to Part A that the score for 
all issues of all classes of enterprises is 2.418, or about half- 
way between an A (3) and an Aa (2) rating. That may be 
viewed as a par for the course. 
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By comparison, the telephone industry had the low score of 
1.672 or about half-way between the Aaa classification with 
a value of one (1) and the Aa classification with a value of 
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two (2). The electric utilities scored 2.333 or between the 
Aa and A classification, or one-third below an Aa level. 
Gas distributing utilities took a score of 3.093 or slightly 
below the par for the A rating of 3.00. This 3.093 score 
for gas distributing utilities is, however, significantly above 
the 2.418 par for the course. In sharper contrast are the 
results for the ‘‘other gas companies’’ dominated by gas 
transmission enterprises with a 3.423 score, or half-way 
between an A and a Baa quality level and a full point above 
the par for all issues of 2.418 and the equivalent of a full 
rating class difference. 

On a dollar volume basis the par for all rated bonds was 
2.079, or just below an Aa quality level, for telephone it 
was 1.337 or one-third of a point below the Aaa quality 
level, while gas distribution utilities took 2.872 points or 
nearly down to an A grade level. Again, in contrast, the 
score for natural ‘‘gas enterprise other than distribution 
companies’’ took the high of 3.519 or half-way between an 
A and a Baa quality rating. 

Q. What is your conclusion as to the credit and capacity 
to command capital of the natural gas transmission indus- 
try as compared with the electric, gas distribution and tele- 
phone utilities? A. The evidence again fully supports my 
earlier conclusion based on the evidence from a smaller 
number of selected enterprises of the various industries, 
that the natural gas transmission industry as an industry 
has a distinctly inferior capacity to command capital. 

Q. What are the implications of the evidence deduced and 
your con- 
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clusions based thereon for the level of a fair rate of return 
for natural gas transmission enterprise? A. The implica- 
tion is very clear that the rate of return level for the natu- 
ral gas transmission industry must be higher than the gen- 
eral level which might be adequate for the telephone utility, 
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the electric utility and the gas distribution sector of the nat- 
ural gas indusry. 

Q. If 7.20% were found to be a reasonable and necessary 
level for the telephone utility, what would you then con- 
clude, on the basis of all the evidence so far deduced as to 
the investment appraisal of debt capital for the natural gas 
transmission industry, as to the range of a fair rate of re- 
turn to the natural gas transmission industry? A. Most 
certainly above such a 7.20%, since all of the evidence shows 
natural gas transmission credit to be substantially inferior, 
even at the senior capital level, and therefore also substan- 
tially above 7.20%. 

Q. Will you now refer to Schedule 9 and indicate the ad- 
ditional facts there set forth? A. This schedule updates 
the new A rated offerings made by natural gas transmission 
companies since October 1966. 

Reference is made only to the issues since March 8, 1967. 
The cost rates to the issuing companies are seen to have 


risen most substantially for these A rated issues, thus 
5.85% (Col. 7), 5.96% and 6.75%. 

Q. What conclusion do you draw from this evidence of 
the most recent costs of A rated gas transmission company 
bond issues? A. When A rated debt capital requires 6.5 
and 6.75% yield, continued adherence to 6.5% as an over- 
all rate of return is unsupportable by any 


2424 


economic test or standard. Unless the over-all prospective 
rate of return is above the cost of senior capital, and even 
quality A rated senior capital, there is no compensation for 
taking the added risks of the common stock equity invest- 
ment position. 

Q. What does the updating of Schedule 10 show? A. This 
schedule records the issues of Baa rated offerings since No- 
vember 1966. The cost to company rates are seen to have 
been to 6.42%, 6.87%, 6.11%, and 6.61%. There were no 
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such rated issues since June 7, 1967 and thus during the 
recent period of sharply rising costs of new issues. At the 
indicated cost rates for senior capital it follows that over- 
all rates of return must be significantly higher. 

Q. What does Schedule 10A add as evidence of the cost 
of senior capital? A. Schedule 10A reflects the experience 
with Ba rated offerings by natural gas transmission com- 
panies since January 1965. The rise is noted by reference 
to a cost rate of 5.36 in September 1965 to the most recent 
cost of 7.05% in August 1967. Again the levels of senior 
capital cost indicate the need for substantial elevation of 
the levels of over-all rates of return to make risk assump- 
tion by equity capital competitively attractive. The loan 
interest rate component of a fair rate of return must be 
reflected in the over-all rate of return plus a premium for 
the extra risk assumed by the common stock investor as 
last claimant on the income and assets of the enterprise. 

Q. What is the purpose served by Schedule 10B? A. 
Schedule 10B depicts the rise in the cost of debt capital to 
three 
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telephone operating companies of relatively constant qual- 
ity so that the change is fairly reflective of the real rise in 
the cost of high grade senior capital. 

Northwestern Bell raised debt capital at 2.72% in 1950 
and paid 6.03% in September 1966, more than a 100% rise. 

Southwestern Bell which borrowed at a cost of 2.70% in 
August 1945 had to pay 5.90% in June 1967, also more than 
a 100% rise. 

Southern Bell Telephone raised debt capital at a cost of 
2.73% in July 1945 and had to ineur a cost of 6.027% in Sep- 
tember 1966, again more than a 100% increase in cost of 
debt capital. Most recent Bell System offerings of high 
grade bonds were at even higher costs to the company. 
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Q. Have you also determined the historical cost of debt 
capital for Florida Gas Transmission as of July 31, 1967? 
A. Yes, as set forth in Schedules 10C and 10D. The aver- 
age dollar cost reflecting the cost basis on which the debt 
capital employed as of July 31, 1967 was obtained in the 
past is found in Schedule 10C to be 5.74%. This is, of 
course, not good or useful evidence as to what the cost of 
capital in fact was as of July 31, 1967, or what it would 
now be or what the imbedded cost per average dollar will 
be to the company for the near term. 

Q. What further evidence is there as to the cost of debt 
capital to Florida Gas Transmission? A. The more recent 
long term financing of the company, August 1967, was an 
issue of $30,000,000 First Mortgage Pipeline Bonds, 67% 
Series, 
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due August 1, 1987. The cost basis for this issue affords 
the best available evidence of the current cost of such cap- 
ital to an enterprise such as Florida Gas Transmission. 
These 20 year, to maximum maturity, bonds were sold at 
proceeds to company of $29,587,500. Reflection of addi- 
tional expenses of $156,760 reduces the net proceeds to 
$29,430,740 or 98.102%. Giving effect to sinking fund re- 
tirements as scheduled, the average dollar loan-term is 11.5 
years. At 98.102, and an average maturity of 11.5 years, 
this 674% bond capital costs approximately 7.12%. 

Q. Adding this $30,000,000 at a cost of 7.12% and the 
$30,000,000 674% note issue to the totals in Schedule 100, 
what is the approximate average dollar cost? A. With the 
“‘roll-in’’ of the latest bond financing, the average dollar 
cost will be slightly in excess of 6%, and after the further 
‘“‘roll-in’? of the 672% note financing of $30,000,000 the 
average dollar cost rate becomes 6.154%, as shown in 
Schedule 10D. 

Q. Have you also up-dated Schedule 11 to show the re- 
cent levels of yields on high and medium grade utility pre- 
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ferred stocks? A. Yes, as reported by Moody through 
August 1967. As of that date the yields at resale prices 
were for high grade utility preferred stocks 5.60%, the 
highest during the period reviewed and in fact for a much 
longer period. 

The August yield on medium grade utility preferred 
stocks was 5.83%, also the highest level achieved in the 
period reviewed since 1955, and in fact for a much longer 
period. 


2427 


Q. What limitations must be recognized in the interpre- 
tation of this evidence? A. These are, of course, not cap- 
itial costs or cost rates to the issuing company. To reflect 
cost of capital evidence there must be added to such yield 
rates an allowance for the pressure of new issue volume 
and all the costs of financing. The change in the level of 
preferred stock yields is useful evidence of the rise in the 
cost of public utility capital during recent years. 

Q. What is the purpose of Schedule 11A? A. This sched- 
ule records the new offerings of preferred stocks by natural 
gas transmission companies from 1965-1967. The cost rates 
to issuer are set forth in Column 7. 

They ranged and rose from 5.53% in January, 1966 to 
6.82% in August 1967, and 6.50% in September 1967. 

Q. Have you also updated Schedule 12 as it appeared in 
Exhibit No. FG-30, of Docket No. RP66-4? A. Yes, as set 
forth in Schedule 12 and as revised and updated through 
the year 1966. The results speak for themselves and will 
be later employed. 

Q. Has Schedule 13 also been updated? A. Yes, as may 
be seen by reference to revised Schedule No. 13 on page 17. 
Tt reflects an updating and the latest earnings results as 
reflected by Moody’s revisions of previously reported re- 
sults. The average earnings results per $100 of average 
book value are now seen to be 12.98% for the period and 


43 


(2427) 


14.27% for 1966. The average dividend per $100 year-end 
book value for the period was $7.35 and for 1966, $7.55, thus 
7.35% and 7.55% 
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respectively. The market price per $100 book value was 
$211.39 for 1966 and at an average of $220.90 for the period. 

Q. Will you refer to Schedule No. 14 and indicate the 
character and direction of the updating there reflected? A. 
Revisions have reflected slight changes for the years 1964 
and 1965. The full years’ results for 1966 are also now 
available and reflected an earnings relationship to prices of 
7.27% and a dividend yield of 3.67%, both represent some 
catching-up of reality with expectations or a reconciliation 
of expectations with results. 

Q. What does Schedule 15 add to the evidence? A. Sched- 
ule 15 adds the results for the full year of 1966 and reflects 
the weighted average period earnings results for the period 
of 10.79%. 

Q. What does Schedule 16 offer? A. An updating of 
dividend and dividend price ratios through 1966. The 
weighted by years average for 1966 is 5.45%. 

In Column (4) there is reflected the added ratio of the 
initial and subsequent years dividends to the 1955 acquisi- 
tion price. 

Q. Have you also updated Schedule 17 to reflect the in- 
clusion of the latest year? A. Yes. The average annual re- 
turn for the period 1955-1967 is reflected as 10.3% and for 
the period 1955 to June 30, 1967 is 13.7%. This includes 
the gain from dividends and market appreciation, the only 
two ways the investor can ultimately gain. 

Q. What is the import of Schedule 17A? A. This sched- 
ule compares the results obtained by the 125 industrials 
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for the year 1965 and the latest year 1966. The equity earn- 
ing rate for 1966 was 13.91%; on average total capitaliza- 
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tion for the year 1966, 12.00%. Most important to note is 
that the ratio of common equity to total capitalization was 
78.19%, indicating a senior capital ratio of only 21.81%. 
The equity position factor is only 1.16 and the per cent of 
common earnings due to leverage only 13.73%, which ac- 
counted for only 1.91 percentage points of return due to 
leverage. There is a slight reduction in the measures of 
posture and percentage of income available for the common 
equity. On net balance the equity position is somewhat less 
favorable in 1966 than it was in 1965 and the over-all earn- 
ing rate declined from 12.72% to 12.00 while the equity 
earning rate declined from 14.60% to 13.91%. 

Q. Will you turn now to Schedule 18 and indicate what 
the several derivations are when updated to 1965? A. These 
measures apply to the entire Class A & B electric industry 
as reported by the FPC? The latest year for which the 
basic information is available is 1965. This 1965 informa- 
tion is added to updated Schedule 18. It will be noted that 
the all-expense ratio improved further by declining from 
78.1% to 77.7% and the average rate of capital turnover 
improved also from .324 to .326, reflecting greater revenue 
productivity per dollar of investor capital employed. 

Given an improved all-expense ratio and an improved 
rate of capital turnover, an improved rate of return on 
capital employed is assured as is seen in Column 3 where 
the rate of return for 1965 rose to 7.26% from 7.10% in 
1964. The return earned on common stock equity rose, in 
response to the improvement in the return earned on total 
capitalization, from 12.29% 
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in 1964 to 12.57% in 1965. 

The quality of the common stock equity rate of earnings 
also improved, thus, as a per cent of gross income, from 
65.6% to 66.3% and as a per cent of revenue from 14.4% 
to 14.8% in 1965. The gain in equity earnings was not due 
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to any impairment of the equity investment position, thus 
the common equity to total capitalization also further im- 
proved from 37.9% to 38.3%. These several gains for the 
common stock equity were obtained at no impairment in the 
over-all position of the common equity as is seen by refer- 
ence to Column 8 where the equity position factor remained 
unchanged at 1.73. 

Q. What is the bearing of this comparison for the deter- 
mination of necessary rate of return levels for the natural 
gas transmission industry and Florida Gas Transmission in 
particular? A. Schedule 18 sets the levels of achievement 
and improvement in a competitive and alternative invest- 
ment opportunity. The natural gas transmission industry 
must hold out the chance to do better than the electric in- 
dustry. It has a number of basic handicaps. To be equally 
investor-attractive, it must appear to offer a sufficiently 
better earnings prospect to offset its lack of equal invest- 
ment appeal. Obviously a prospectively higher rate of re- 


turn is needed to make the industries competitively equal 
to the investor. 

Q. Have you also reflected the level and change in the 
rates of return earned by 192 electric utilities reported by 
the F.P.C.? A. Yes, I updated to 1965 and for convenience 
of comparison rearranged Schedule 19 as set forth on page 
31. It shows that the arithmetic mean of 
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rates of return reported as earned rose from 7.33% in 1964 
to 7.43% in 1965. The other measures of return levels also 
all reflect an increase for 1965 over 1964, thus the median 
rate of return rose from 7.33% in 1964 to 7.40% in 1965. 
The first and third quartile points also reflected increases. 

Q. What conclusion do you draw from this evidence? A. 
With 7.40% and 7.43% as the most representative rates of 
return earned by the electric utilities, the competitively 
equivalent rate of return for the natural gas transmission 
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companies must be higher since the electric utility industry 
has a superior capacity to command capital, better credit 
and able to obtain even senior capital on better terms than 
the natural gas transmission industry. 

Q. Will you now refer to Chart I and the supporting 
Schedules 19A, 19B and 19C and explain their significance? 
A. Chart I and its supporting schedules supplement Exhibit 
No. FG-30 in RP66-4. 

The chart and supporting schedules reflect the relation- 
ships of the per cent which the average common stock 
equity is to total average capitalization and the per cent of 
total income which remains as available for the common 
stock-equity after all senior charges. Total income is reve- 
nue plus other income including interest during construc- 
tion less all revenue deductions and miscellaneous income 
deductions, thus it is the income available for the total cap- 
italization on average investor capital employed for the 
year. 

The diagonal line on Chart I reflects the proportion of 
income 
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available to common to each proportion of total capitaliza- 
tion reflected by common equity, if either the company had 
an all-stock (100%) capitalization or the average cost rate 
for senior capital, if employed, were the same as the rate 
earned on the common stock equity. Thus, the equity posi- 
tion factor reflected by the diagonal line is unity or 1, which- 
ever the above mentioned causes. At an equity position 
factor of 1, a 25% common stock equity could claim only 
25% of income, a 50% common stock equity 50% of income 
and so on. 

The extent therefore that the 169 plottings fall above the 
diagonal line reflecting an equity position factor of unity 
or 1, measures the success of the leverage or trading on the 
equity operation, i.e., the extent to which the proportion of 
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income balance exceeds the proportion which the common 
capital is to total capitalization. 

Representative points have been calculated for the 169 
instances, namely, the average, the average of the upper 
50% of instances, for the lower 50% of instances, for the 
respective quarter of the group and for each eighth of the 
total instances. Each such representative point is plotted 
in larger size as may be noted by reference to the scale in 
the lower right of the chart. 

A curve was imposed on the chart which would meet the 
three required conditions, namely, at a 100% common stock 
equity it must pass through the intersect of 100% equity 
and a balance of 100% of income for common, thus at the 
upper right hand extreme of the chart. Similarly the curve 
must pass through the zero-zero point since a zero present 
common stock equity could claim no more than a zero per 
cent of income 
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The third requirement of a curve reflecting the relation- 
ship of common stock capitalization ratio and the per cent 
of income which it claims or retains after all senior capital 
requirements, is that it pass representatively through the 
plotted data reflecting the individual instances and repre- 
sentative groups. The curve employed is not free hand but 
mathematically calculated. Its placement was however de- 
termined by reference to the group average points. The 
fit is observably excellent and particularly in the lower 
reaches, i.e. the relationships for the lower 50%, the lower 
quarter and the lowest eighths, since it is in this sector 
that the more rapid changes in claim on income with 
changes in capital structure ratios occur. 

The curve also meets the economic and financial rationale 
to the effect that a 5% change in capital structure at low 
common stock capital ratios is far more important than a 
5% change when the common stock capital structure ratio 
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is high. Thus, it ean be seen that the curve rises rapidly 
from 0-5-10-15% on the X axis reflecting large increments 
of claim on income but slows down until in the upper right 
hand corner of the chart the increase in claim on income 
of a 5% increase in common capital structure ratio is rela- 
tively small. These changes in the significance of the per- 
centage points of common stock capital structure over the 
range are set forth as calculated in Schedule 19B. Thus 
it is to be noted that an increase from a 5% to a 10% 
capital structure significant increases the claim on income 
by 11.38% but on the other an increase of 5%, from 
90-95%, of the capital structure adds only 1.59 per cent to 
the common claim on income. This conforms to economic 
reality 


2434 


since a rise in the common stock capital structure ratio 
from 5% to 10% would represent a 100% improvement, 
whereas a rise from 90% to 95% in the common stock 
capital structure ratio would be only a 5.55% improvement. 

One other relationship is interesting and possibly quite 
significant. By reference to the same Schedule 19B it will 
be seen in Column 4 that a 5% improvment in the common 
stock capital structure ratio produces more than propor- 
tionate increases in the balance available for common 
until a 35% common stock ratio is reached for which the 
income gain was 5.42% and has declined to a 4.89% gain 
in balance of income at a 40% common stock capital struc- 
ture ratio. The precise point in equilibrium after which 
decreasing returns, as a percentage of income, begin has 
been mathematically calculated to be a 36.5% common 
stock capital structure ratio requiring 63.86% of available 
income. It is probably no more coincidence that this com- 
mon stock capital structure ratio is representative and 
highly modal for companies in this industry. 

From Schedule 19A where the several averages plotted 
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on the chart are recorded, it may be seen that the mean 
average ratios for the group of 169 companies is a common 
stock equity ratio of 39.4% and a per cent of income 
balance for common of 66.2%. 

There is also imposed on the chart a perpendicular at 
the equity capital structure ratio for Florida Gas Trans- 
mission for 1966 to intersect the curve of normal relation- 
ships from which point a horizontal line is drawn to inter- 
sect the Y axis and by reference to which the proportion 
of income which should be available to the common equity 
of Florida Gas Transmission if its equity position were 
to be competitive 
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and comparable with what is typical of the electric utility 
industry. 

I have also determined the proportion of income which 
was in fact available for the common equity of Florida 
Gas Transmission for the year 1966 and the 12 months 
ending April 30, 1967, as set forth in later schedules, and 
then plotted the 1966 results on the perpendicular. These 
points are far below the balance of income for the common 
equity which Florida Gas Transmission requires, assum- 
ing it has to meet the money market investor competition 
of a group such as the 169 electric utilities. In fact being 
what it is, and in the industry in which it is, it would 
have to do better to be competitive. 

The average (weighted) results for the test group of 
169 electric utilities (Schedule 19C) indicate that at the 
group rate of return of 7.33% and an average common 
stock ratio to total capitalization of 38.4%, they had avail- 
able a balance of income after senior charges and preferred 
dividends of 66.54% of income. From these given relation- 
ships it is determinable that the rate of return earned on 
such a common equity was 12.695% at an over-all rate of 
return of 7.33% at a common stock equity of 38.42% and 
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a 66.54% balance for common. The derivable senior capital 
cost for the electric utility group, implicit in these given 
relationships, is found to be 3.983%. 

By inference only to the test based on the normal rela- 
tionship of the equity ratio to available income and at the 
average senior capital cost of 5.74% for Florida Gas 
Transmission and the 37.39% common stock equity capital 
ratio and a 64.74% balance of income for common, the 
overall return requirement for Florida Gas Transmission, 
which would put it 


2436 


on a “parity results basis’’ dictated by the achievement 
of the 169 electric utilities, would be 10.192% and the 
equity return rate 17.647%. 

‘When the “‘roll-in’? of the most recent bond and note 
financing by Florida Gas Transmission, at a cost to com- 
pany of 7.12% and 6.93%, respectively, is reflected, the 


average dollar cost of senior capital to Florida becomes 
6.154%. 

At a 6.134% average dollar cost of senior capital and 
a 27.64% common stock equity ratio, the over-all return 
requirement of Florida Gas Transmission, to be as good 
as the achievement of the 169 electric utilities, becomes 
9.71% for which the implicit common stock rate of earn- 
ings would be 19.0%. This is on the basis of average 
capitalization for the year. On year end capital basis the 
results would be lower. 

Q. What other conclusion is in your opinion implicit in 
these results based on an achievement equal to that of the 
169 electric utilities. A. These comparisons clearly estab- 
lish 1) that in view of its financial posture Florida Gas 
Transmission is not doing nearly as well as the average 
of 169 electric utilities and 2) that the impact of its high 
and higher senior capital costs is substantial indeed, thus 
for example the contrast between the implicit average 
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dollar senior capital cost of 3.9%syo for the 169 electric 
utilities and the 6.15% for Florida Gas Transmission is 
striking and the resulting impact on the comparative rate 
of return level most substantial and hardly anywhere yet 
fully appreciated. Thus, just by way of illustration, if the 
senior capital cost of Florida Gas Transmission were the 
same as the implicit 3.983% senior capital cost for the 
169 electric utilities, the over-all return 
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requirement of Florida Gas Transmission would, from the 
same curve of representative relationships, as set forth 
on Chart I, be 7.07%, and the equity return requirement 
12.245%. But the natural gas transmission industry does 
not have the credit or the investment appeal of the electric 
utilities and Florida Gas has a much higher senior capital 
cost rate than that representative of the gas transmission 
industry, therefore its return rate and equity return rate 
must be higher and certainly substantially so since its 
senior capital cost will in fact be more than 6.15% as com- 
pared with the implicit senior cost rate of 3.983% for the 
superior credit electric utilities. To avoid any confusion 
I would point out that the basis of the approach in Chart I 
is the 37.39% equity ratio which is no longer effective and 
not applicable to the near term future for which no more 
than a 27.64% equity ratio will prevail. 

The present and future impact of the much higher capital 
costs is hardly anywhere as yet realized. It hit the natural 
gas transmission industry earlier and harder than any 
other regulated segment of industry and when the enter- 
prise involved is even a late comer in the youngest of 
these industries the impact, while possibly shocking to old 
established and conventional thinking, needs to be under- 
stood and realistically appraised. 

Q. Have you made other tests of the return requirements 
of natural gas transmission enterprise? A. Yes, in a later 
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section of my exhibit I use as a basis of comparison 13 
naturai gas transmission companies instead of the very 
superior 169 electric utilities. The indicated requirements 
will be 
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found to be somewhat lower than just as the over-all 
earnings results of the natural gas transmission industry 
are not as good investment-wise or as attractive as the 
results achieved by a group such as the 169 electric utilities. 

Q. Why did you use, as a base for this chart and as a 
comparison, the results for 169 electric utilities? A. Since 
the superiority of the electric utility in credit and capacity 
to command capital over the natural gas transmission 
industry is beyond dispute, I chose to make this first com- 
arison overtly conservative by using the best for compari- 
son purposes. I will later make the same comparative 
analysis for a group of natural gas transmission com- 
panies to determine how Florida compared with its own 
kind. 

Q. Will you now turn to Schedule 21 and note the 
changes, if any, for the Moody group of 24 electric 
utilities? A. Schedule 21 is updated to reflect the results 
for Moody’s 24 electric utilities for the entire year 1966 
in place of only through the six months of 1966 originally 
reflected. It will be seen that the 4th quarter (1966) aver- 
age prices are up to $104.79, that annual earnings per 
composite share are up to $6.30, a new high for the period, 
also that annual dividends have increased from $3.99 for 
1965 to $4.16 for 1966, that the book equity increased $2.04 
per composite share and cumulatively since 1955 to $19.49 
per composite share, that the dividend payout ratio de- 
clined slightly to 66.0% for 1966 and that the book equity 
per share year end rose to $52.75 and to an average for 
the year of $51.73. 


These results for the Moody selected group of 24 electric 
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utilities are basic to further analysis of investment and 
investor experience in this prime group of utilities and 
as a basis for comparison with the natural gas industry, 
the gas transmission industry more particularly, and even- 
tually Florida Gas Transmission, most particularly. 

Q. Have you any comments in reference to Schedule 22? 
A. Yes, Schedule 22, also concerned with Moody’s 24 elec- 
tric utilities, is updated through 1966 and here set forth 
in toto anew to make it convenient to correct certain clerical 
errors on the original. This new Schedule 22 is to super- 
sede old Schedule 22. 

The 1966 results are reflected and speak for themselves. 
It is, however, worthy of note that although the 4th quarter 
1966 price per composite share is only below 1964 and 
1965 (Col. 1), the average price per constant size (average 
book value) share is in the 4th quarter lower than for any 
year since 1960. At the same time the annual earning 
per average constant-size share were at $12.18, an all-time 
high for 1966 as also were dividends at $7.89. 

Q. Are these movements somewhat contrary, or to put 
it another way, is there anything paradoxical in these 
opposite changes? A. No. I think it is quite understand- 
able that even the most highly regarded electric utility 
should reflect a decreased valuation, in spite of earnings 
and dividend increases, in the face of threatened further 
or even substantial inflation, since at least in jurisdictions 
which relate current debased dollars in return on an in- 
vestment of much larger dollars, the impact of inflation 
is special and discriminatory 
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as compared to the exposure of investments which have a 
chance to keep themselves whole by earning a larger num- 
ber of the ever smaller current dollars as a return. There 
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appears to be an increasing awareness of the special risk 
to which utility equities are exposed under policies which 
dilute the value and size of the dollar. The downgrading 
by the market is quite understandable and informed. 

Q. Are there any changes in Schedule 23? A. Only to 
add the figures for 1966. The earnings to price ratio has 
risen from 5.09 in 1965 to 6.01 in 1966, quite a change. 

The dividend to price ratio also rose from 3.43% to 
3.97% in 1966. 

Q. What does all this mean for future necessary levels 
of rate of return? A. When in the face of improved equity 
earnings and improvements in the equity position meas- 
ures, the price per dollar of income and dividends declines, 
it means that higher rate of return levels are in order 
and when this is noted in the superior credit sector of 
the electric utilities, it confirms our other findings that 
higher rates of return will need to be held out and particu- 
larly in those utility industry sectors which have poorer 


credit and a lower capacity to command capital than the 
investor-favored prime electric utility. 

Q. Have you updated Schedule 24 to reflect investor 
experience results through 1966? A. Yes. Since the in- 
corporation of 1966 result required changes in the results 
based thereon for investments made in previous years, 
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the entire Schedule 24 has been redone. 

The weighted average investor return experience based 
on common stock acquisitions of composite share of 
Moody’s selected 24 electric utilities is 10.02%. This it 
should be recalled is only the earnings gain and does not 
reflect market price appreciation gain. 

Q. What is the purpose of Chart II and Schedule 24A? 
A. This schedule and chart supplement Exhibit No. FG-30, 
in RP66-4. The purpose is to bury the ghost of the badly 
understood and widely misused earnings-price ratio as 
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evidence of the so-called cost of common stock capital. 
Never valid or reliable, because it reflected the most griev- 
ous error of logic by assuming that current earnings and 
prices bore an exclusive relationship to each other, it is 
now not seriously defended because it became so demon- 
strably absurd, when falling even below high grade bond 
yields, that the unreliable result which it produced became 
ridiculous even to those who did not reflect an under- 
standing of the economics or lack of logic in the rela- 
tionship. 

Schedule 244 records the earnings-price ratios at acqui- 
sition time and price and then at the experienced ratio of 
subsequent earnings which were at least part of what the 
investor was buying at the price he paid. 

Chart II visualizes the differences between the ratios of 
prices paid to initial earnings and then to subsequent 
earnings for a succession of origination dates. The impact 
is just what the informed person perceived, namely, the 


earnings-price ratio at the time of the transaction bears 
no resemblance to what in fact the flow of subsequent 
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earnings to price ratio was. More than that, the original 
transaction prices were also in part the price of an option 
on price appreciation capital gains, the most sought after 
of all forms of gain during periods of stock market 
optimism. 

Q. Have you any additional observations which you 
would make as to Schedule 25? A. This schedule had to 
be redone to incorporate 1966 figures which required 
changes in the results based thereon for investments made 
in previous years. The updating through 1966 showed a 
weighted average period dividend result, on acquisition 
price of 6.62%. The 1966 dividend on the 1955 acquisition 
price was up to 8.44% from a 4.59% dividend return in 
1955 and also up over 1965 from 8.10% to 8.44%. 
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Everything said about the initial earnings-price ratio is 
true about dividend yields and more so. The dividend ratio 
at acquisition price is no measure of investor return ex- 
pectations and no indication of the cost of equity capital. 
All anyone knows is that the lower the ratio at the time 
of an acquisition transaction the greater the investor 
expectations of future gains for which he paid the price. 

Q. Will you now comment on Schedule 26? A. This 
schedule appears in its entirety because of revisions of 
some figures by Moody and incorporation of 1966 figures 
which changed the results based thereon. 

The investor experience reflecting both dividends re- 
ceived and appreciation realizable is a weighted average 
annual return of 13.00% for 1955 to 1966. 
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Q. What does the updating of Schedule 26A show for 
this Moody selected group of 24 electric utilities? A. The 
all-expense ratio is unchanged at 77.6%, so the margin of 
return is unchanged at 22.4%. The measure of capital 
utilization, i.e, revenue to capital or turnover ratio, im- 
proved slightly to .328 from .317, the return on total capi- 
talization increased from 7.08% to 7.33% in 1966 and the 
return on common equity rose to 12.57%, up from 11.90%. 
The ratio of common equity return balance to gross income 
decreased very slightly from 66.7% to 66.5% while the 
balance for common to revenue remain unchanged at 14.9%. 
The common equity to total capitalization thinned down 
slightly from 39.7% to 38.8%. The net effect of these 
changes was reflected in a slight rise in the equity position 
factor from 1.68 to 1.71 for 1966. 

Q. What significance do you attach to these reflections 
of posture and results for this select group of electric 
utilities? A. Since this is a superior credit group of enter- 
prises in an industry which across the board has a better 
capacity to command capital, the results at their posture 
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afford a solid ‘‘not-less-than”’ basis for comparison. To 
compete on equal terms for capital and afford the investor 
an equally attractive investment option, the natural gas 
transmission industry in general and Florida Gas Trans- 
mission in particular must offer something more reflected 
in the prospective rate of return which may be earned. 
Florida Gas Transmission would need to earn more than 
7.33% on total capitalization and more than 12.57% on a 
common stock equity of 38.8%. The latter it would not 
achieve at a 7.33% rate of return because 
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its cost of senior capital which was 5.74% and now is 6.15% 
is substantially higher than that of such a group as 
Moody’s 24 electric utilities. Thus, if a common equity 
rate of return of 12.57% were to be set, the rate of return 
on total capitalization would of necessity have to be higher 


than 7.33%. 

Q. What is your next standard of comparison and basis 
of judgment as to comparative return requirements? A. 
The Bell System as represented by the A.T. & T. Co. Con- 
solidated. The Bell System affords another ‘‘better-than”’ 
standard of comparison since it is indisputable that Bell 
System credit and capacity to command capital is superior 
to the natural gas transmission industry in general and 
even more obviously so by comparison with an enterprise 
such as Florida Gas Transmission. We can therefore be 
wholly confident that the results achieved and requirements 
indicated for the Bell System are below what must be 
found for the natural gas transmission industry in general 
and Florida Gas Transmission in particular. 

Q. What do you set forth in Schedule 27? A. Certain 
basic facts and relationships, financial results and posture 
are here updated for 1966. The entire schedule is updated 
and reproduced for convenience. The market price is down 
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to $54.54 even though the annual earnings are up from 
$3.41 in 1965 to $3.69 in 1966. Dividends per share are 
unchanged so that the payout ratio has declined from 
64.5% to 59.6% in 1966. The book equity size of the share 
continued to rise to $38.51 in 1966 at year end and $37.79 
for the year on average book equity. 

Q. What further facts are set forth in Schedule 28? 
A. This schedule updated through 1966 was also repro- 
duced in its 
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entirety for convenience and shows in addition annual 
earnings of $9.58 per constant-book value share, up from 
$9.15 in 1965. On an average equity for the year the earn- 
ing rate for 1966 was up to $9.76. With all that, the market 
price per $100 of book equity was down to $144.32 lower 
than in any year since 1959. 

Q. Any changes of note in Schedule 29? A. The 1966 
earnings to price ratio is up from 5.33 in 1965 to 6.77 in 
1966 and the dividend to price ratio is also up from 3.44% 
in 1965 to 4.03% in 1966. 

Q. What further or updated evidence is there set forth 
in Schedule 30? A. Schedule 30 is a new schedule due to 
incorporation of 1966 figures which changed the results 
based thereon. The investor experience with acquisitions 
of common stock of A.T. & T. over the period would have 
provided an average earnings to price ratio of 9.98%. 
The 1966 earnings to a 1955 acquisition would produce 
12.33% return. 

Q. What does Schedule 31 set forth? A. A similar in- 
vestor investment experience analysis based however on 
dividends as distinguished from earnings as in Schedule 
30. This schedule also had to be redone in its entirety 
due to the incorporation of 1966 figures which changed 
the results. 
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The weighted average of dividend yields on the basis of 
annual acquisitions is 5.95%. The dividends of 1966 to 
1955 acquisition price produces in 1966 7.35%. 

Q. Have you also updated Schedule 32? 
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A. Yes. 

Q. What does that show through 1966? A. This schedule 
adds dividends and price appreciation to reflect total in- 
vestment experience. Through 1966 the average annual 
gain rate from both sources was 9.9%. 

Q. Is Schedule 33 also updated through 1966, and if so, 
what are the latest indications as to the equity position 
factor and rate of return earned? A. This schedule is up- 
dated and reproduced for convenience. Both the all- 
expense ratio and rate of capital turnover improved in 
1966 and so therefore must the return earned on total capi- 
talization which reached 7.90% in 1966, up from 7.66% in 
1965. On common equity the return rate rose from 9.37% 
in 1965 to 9.77% in 1966. The ratio of common equity 
return to gross declined a tenth of one per cent from 81.2 
to 81.1 in 1966, while the ratio of equity return to revenue 
remained unchanged at 15.9%. The common equity to total 
capitalization ratio thinned a trifle from 66.4 to 65.6, 
which helped perceptibly to raise the equity earning rate. 
As a result of a slightly thinner equity the equity position 
factor rose slightly from 1.22 to 1.24. 

Q. What general conclusion do you draw from this com- 
parative evidence reflected by Bell System earnings results 
and posture? A. The investment return results and in- 
vestor experience evidence derived for the Bell System 
and viewed, as it must be, in the posture of the equity 
investment, afford a useful standard for comparison and 
appraisal for adaptation to the natural gas transmission 
industry in 
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general and Florida Gas Transmission in particular. Since 
the credit and capacity to command capital of the Bell 
System is beyond question superior to that of the natural 
gas transmission industry and Florida Gas Transmission 
in particular, it follows that Florida Gas Transmisison 
requires more than is indicated for such a superior credit 
as the Bell System. 

Specifically to be noted as significant is the earning rate 
on total capitalization of 7.90%, an equity earning rate of 
9.77% on a 65.6% common stock to total capitalization ratio 
and a balance of gross income available for common of 
81.1 per cent and an equity position factor of only 1.24%. 

No comparisons are meaningfully made among and be- 
tween equity earnings rates out of the context of the pos- 
ture of the common stock equity as reflected by the common 
stock to total capitalization ratio and the balance of income 
available for common. The ratio of the income available 
for common to revenue is also useful as reflecting the 
‘leverage above the line.’? The equity position factor 
equates for several of the variables. The test question is, 
how high a rate of return is earned on the common equity 
at how low an equity position factor. 

Q. What does Schedule 35 show? A. It updates for 1966 
the basic facts for the Moody’s selected 10 natural gas 
distribution companies subsequently used as a standard of 
comparison and was redone for minor corrections and 
convenience. 

Q. What does Schedule 36 provide? A. The updating 
through 1966 reflects a rise in the earnings-price 
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ratio to 7.33%, the dividend yield to 4.97% at a slightly 
increased payout ratio of 67.8%. This schedule was redone 
to reflect the changes made in Schedule 35. 
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Q. Have you any added comments to make in re Sched- 
ule 372 A. Schedule 37 is reproduced anew in its entirety 
to reflect the correction of some typographic and clerical 
errors and the updating for the year 1966. 

Generally it will be noted that the earnings-price ratios 
by companies are significantly higher for 1966 due to lower 
prices and generally higher earnings. The report and 
meaning of Schedule 37 is not changed or impaired by 
the relationships reflected for 1966. The earnings-price 
ratios continue to vary ‘‘all over the map’’ by years and 
by companies, so as to deny any basis for any assumed 
relationship between the actual supply price of common 
equity capital and the ratio of current earnings to the 
prices as of the same time. The vagaries of the earnings- 
price ratio are now so much better understood than even 
recently in some quarters that their lack of meaning as 
evidence of the cost of common stock capital hardly merits 
further laboring. 

Q. Have you any comments to add in re Schedule 38? 
A. This schedule also is reproduced in its entirety to reflect 
certain small errors and update the facts for 1966. Divi- 
dend yields as well as the earnings-price ratios (in Sched- 
ule 37) show a substantial rise due to a decline in prices 
and a rise in dividends. They also vary substantially from 
company to company and from year to year as for example 
Northern Illinois Gas Company at 2.32% in 1961 and 4.15% 
in 1966. The added 
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evidence obviously gives no support to the naive idea that 
the dividend yield is reliable evidence of the cost of equity 
capital. 

Q. Will you now turn to Schedule 39 and explain what 
is there shown? A. This schedule also is reproduced and 
updated through 1966. Fourth quarter prices for 1966 are 
down below the levels of 1961, annual earnings per con- 
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stant size book value share are also down in 1966 to levels 
below any year since 1961 both on a year end and average 
book value basis. Annual dividend per constant book value 
size share are however higher than for any year at $8.45 
per hundred dollars of book value. The book value and 
per cent increase in book value continued to rise in 1966 
but the market price per $100 of book value declined to 
$174.44 in 1966 which is lower than for any year since 
1957. 

Q. To what particular changes would you call attention 
in Schedule 40? A. Most significant is the slight decline in 
the rate earned on total capitalization from 7.72% in 1965 
to 7.56% in 1966. The return on common stock equity also 
declined somewhat, from 13.16% in 1965 to 12.78% in 1966 
and this in spite of the decline in common stock equity 
capital structure ratio from 39.4 in 1965 to 38.9 in 1966. 
The ratio of the balance of income available for common to 
gross income declined from 67.1% to 65.7% from 1965 to 
1966. The ratio of common stock income balance to revenue 
also declined from 9.0% in 1965 to 8.77% in 1966. 

Q. What significance do you attach to the indicated levels 
of earnings for natural gas distributing companies? 
A. They afford another ‘‘not less than’? measure of return 
required by the natural gas transmission industry since 
the credit and capacity of 
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the natural gas distribution industry is superior to that 
of the natural gas transmission industry. The 12.78% 
rate earned on the common equity must be read in the 
context of a 38.9% common stock equity to total capitaliza- 
tion and a balance of income for common of 65.7% of total 
income when comparisons are made. 

Q. What change does the updating of Schedule 41 
through 1966 make in the evidence of investors’ investment 
experience with the 10 natural gas distributing companies? 
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A. The average (weighted) of the ratios of 1966 earnings 
to the respective years acquisition prices was to 1965, 
10.91%, to 1966 it is seen to be 10.59%. As a 1955 acquisi- 
tion price base the 1966 earnings reached the period high 
of 13.63%. 

Q. What is added in Schedule 42? A. Schedule 42, which 
represents the investor dividend return experience, shows 
an average relationship of 1966 dividends to the respective 
years acquisition prices of 7.18%, as compared with the 
average through 1965 of 7.00%. 

The 1966 dividend on 1955 price was a dividend return 
of 9.25% as compared with 8.787% for the year 1965. 

Q. What further comments do you wish to make in re 
Schedule 43? A. The common stock earnings rates for 1966 
have been added and certain typographic errors corrected. 
Equity earnings rates have not changed significantly for 
six companies. The new period average increased and for 
4 companies there were slight decreases. The average of 


the ratio percents earned by the ten companies in 1965 
was 12.71% and in 1966 
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12.77% and for this group the average common stock ratio 
to total capitalization was 38.9% for 1966. 

Q. Did you update Schedule 44 as well? A. No. Since 
the indicated changes from 1965 to 1966 were relatively 
insignificant it did not appear necessary to bring this 
measure of investor experience up through 1966. 

Q. Will you now state the purpose of Schedule 45? 
A. Yes, Schedule 45 sets forth the investor’s return or 
gain in the two forms and the only two forms in which he 
can gain, namely, dividend income plus market value ap- 
preciation. 

The average annual gain, weighted by years held, for 
the period 1955-1966 was 10.1%. The average annual gain 
on a 1955 acquisition to March 1967 was 15.41%. 
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Q. Have you any additional comments in re Schedule 
472 A. This schedule has been updated through the year 
1966. Because of a number of minor revisions and some 
clerical corrections, the schedule as a whole has been re- 
done and reproduced here for convenience. 

A number of 1966 changes over the previous period 
ending are to be noted. By reference to Column 1 the 
decline in price from a previous high of $60.48 to $51.96 
may be noted and appraised, particularly in view of the 
fact that the book value per share had increased from 
$28.88 to $30.44 as of year end and from $27.98 to $29.64 
for the year average. This decline is also to be appraised, 
in view of a further rise in dividends, from $2.62 to $2.73 
and an earnings increase from $4.11 to $4.40. Over the 
period the book equity per share increased $14.01, or in 
amount 
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almost equal to the book equity of $15.96 in 1955, at the 
beginning of the period. The schedule provides the basic 
facts from which further comparisons and analyses are 
projected. 

Q. Will you turn now to Schedule 48 and indicate any 
significant changes there reflected for 1966? A. The an- 
nual earnings rate per $100 of common stock book value 
continued to rise reaching $14.45 or 14.45% in 1966 up 
from $14.23 as reflected for 1965. On the average book 
value for the year (1966) the rise was to $14.84 or 14.84%. 

Dividends did not quite keep pace with the growth in 
book value, the rate was $8.97 for 1966 as compared with 
$9.07 in 1965. The dividend yield on book value thus was 
8.97% in 1966. 

The rise in the book equity per share over the period 
was 46.02%. 

In Column (7) the market price per $100 of book value 
is set forth. The price of $175.30 for 1966 represented 
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another decline in market value per constant size share 
which had reached $252.95 in 1958, since which time the 
market appraisal of the invested dollar in this group of 
natural gas transmission companies has been irregularly 
declining. 

The schedule is reproduced in its entirety to reflect 
conveniently a number of minor clerical and typographic 
errors. 

Q. Does 1966 reflect other significant changes over 1965 
as shown by Schedule 49? A. Yes, there was a substantial 
drop in the market appraisal of the dollar of income and 
dollar of dividends are reflected in Schedule 49. 


2453 


The earnings ratio to price rose to 8.47% substantially 
higher than for any year for the entire period and a large 
rise above the 6.80% level of 1965. The dividend yield 
also rose significantly to 5.25% as against 4.33% in 1965 


even while the payout ratio declined slightly. 

Q. Have you any comments to add in re Schedule 50? 
A. Only to note that the 1966 earnings-price ratios reflect 
substantially higher levels for each and every company 
than did those for 1965. The contrasts between the low 
ratios of the period 1958-1961 are for many companies 
striking. While earnings-price ratios never measured the 
cost of common stock capital nor ever were reliable evi- 
dence of investor return expectation rates and thus evi- 
dence of a fair rate of return, the change does reflect a 
distinct and substantial decline in market enthusiasm for 
natural gas transmission stocks and is that much further 
evidence that the natural gas transmission industry suf- 
fers, to put it very mildly, investor alienation. 

Some striking contrasts are quickly seen, Panhandle 
from 4.90% to 7.51%, El Paso from 4.72% to 9.43%, Texas 
Eastern from 5.77% to 8.73% and Transcontinental from 
5.22% to 8.72%. 
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Not onry as the evidence abundantly shows has the cost 
of utility capital increased very substantially but the nat- 
ural gas transmission industry has lost relative appeal in 
addition. 

Q. Does Schedule 51 reflect the same type of change in 
terms of dividend to price ratio? A. Yes. I have added the 
figures for the year 1966. The range 
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from low the most recent high are less in absolute points 
since dividends are seldom a 100% payout but relatively 
the rise in dividend to price is also substantial. Dividend 
yields do not measure cost of capital or investor expecta- 
tion rates any more or even less than earnings ratios but 
the radical change in level does have significance as an 
expression of investor disenchantment with prospects for 
the future. 

Q. What have you to add relative to Schedule 52? A. 
The schedule is updated through 1966. It shows in sum- 
mary form the investors return experience over the period 
thus on the basis of 1966 earnings the return was 9.34%. 
The more meaningful weighted average annual return ex- 
perience is 10.01%. 

Such evidence of investor return experience is not as 
such translatable into a cost of capital or equity rate of 
return for an enterprise since it reflects neither the cost of 
fmancing or market pressure effects of new offerings. 

Q. Have you also updated Schedule 53? A. No, since this 
is a by company schedule and the results are summarized 
on a composite basis in Schedule 52, it did not seem 
necessary. 

Q. What does the updating of Schedule 54 show? A. The 
average annual dividends to prices paid for a composite 
share of the common stock of the Moody’s selected 10 nat- 
ural gas transmission companies is 5.80% for the period. 
On a weighted basis, giving weight according to the number 
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of years each transaction was in effect the average dividend 
return rate was 6.21%. 
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Q. What are the updated results reflected in Schedule 
55? A. This schedule as indicated appraises the investors 
experience in terms of the total of appreciation in market 
value and dividends received. Weighting each year’s 
acquisition over the period by the number of years held 
through 1966 the average return on such a base was by 
the end of 1966 only 7.15%. For a period ending with 1965 
the weighted average period result would have produced a 
return from dividends and appreciation at an average rate 
of 11.09%. Carrying the calculation back to end with each 
of the years produces the following result by years for the 
period from 1955 through each year, respectively: 


Q. Have you added any further measures of the equity 
position and rate of return earned by the 10 natural gas 
transmission companies for which the essential information 
is set forth in Schedule 56% A. Yes, I added one Column 
(2) showing the margin of return and updated the entire 
schedule through 1966. Because of a number of minor 
errors and typographic mistakes I have reproduced the 
entire schedule anew. 

Most immediately to be noted is the rise in the all- 
expense ratio for this class of enterprise from 80.2% in 
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1955 to 84.0% in 1966. This is also reflected in the com- 
plement of the all-expense ratio, the 
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margin of return in Column (2) which declined from 
19.8% to 16% over the period. To sense the full impact 
and significance of this change comparison may be made 
with the measure of the same factor for the Class A & B 
electric utilities and for Moody’s 24 electric utilities which 
as may be seen by reference to Schedules 18 & 26A actually 
reduced their all-expense ratios and widened their margins 
of return 20.0% to 22.3% and 19.3% to 22.4% over the 
period. Unless there are other compensating develop- 
ments, a narrower margin of return reflects greater risk 
exposure because of the greater leverage above the income 
line. One offset to the higher all-expense ratio is the im- 
provement in the rate of capital turnover as reflected in 
Column (3) from 34 cents per dollar of investment in 1955 
to 48.5 cents per dollar of investment in 1966. This im- 
proved ratio of revenue to capital employed was sufficient 
not only to sustain the earning rate on average capital 
employed but to increase it slightly from 7.59% in 1965 to 
7.75% in 1966. The earning rate on the common equity 
investment responded to the slightly improved earning 
rate on total capital and rose from 14.69% to 14.85% in 
1966. The ratio of common equity return to total income 
remained unchanged as did the ratio of equity return to 
total revenue at 8.5 cents per dollar of revenue. The nat- 
ural gas transmission business is a narrow margin high 
hazard industry among regulated enterprises. 

The equity position factor, for this industry group, has 
improved somewhat over the period but is yet very high 
in 1966 at 1.92. Comparison may be made with the Moody’s 
24 electric utilities at 1.71 or the Bell System at 1.24. The 
basic cause of the high equity position factor is the 
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low common stock equity which was in 1966 27.8%. 

Q. What are the facts set forth in Schedule 57? A. This 
schedule sets forth the common equity investment earning 
rates by companies and by years. The results for 1966 
have been added as well as a column reflecting the average 
rates of return earned (unweighted) by instances. 

The 1966 average rate is 15.88% up somewhat from 
15.07% in 1965 and higher in fact than in any years except 
1955, 1956 and 1957. 

This level of earnings must be read and evaluated in 
terms of the equity capital ratio and the equity position 
factor. From Schedule 56 it may be ascertained that the 
common stock capital to total capitalizaion ratio for 1966 
was 27.8%, and obtained 53.3% of gross income. Six out 
of the ten companies in the group reflected higher rates of 
equity return in 1966 while 4 experienced slight reductions. 

Q. What is the purpose of Schedule 57A? A. This is an 
additional schedule which complements Schedule 57 by pro- 
viding the earning rate on average total capitalization 
whereas Schedule 57 reflects the earning rate on average 
common stock equity only. The rates of earnings are re- 
corded by companies for years, and as weighted and simple 
averages, by years and for the entire period, for each 
company and the entire group. 

The average of instances for the entire period is seen to 
be 7.42% and over the period the change has been from a 
low of 6.77% for 1958 to the high of 8.20% for 1966. 

Q. What purpose does Schedule 57B serve? 
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A. This is an additional schedule which brings together 
for convenient comparison the basic factors of 1) rate 
of return on an average total capitalization, 2) rate of 
return on average common equity capital, 3) the ratio 
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percent of common stock equity caprtalization to total 
capitalization and 4) the equity position factor. The only 
factor influencing the equity position factor not reflected 
is the average dollar cost of senior capital. 

It will be seen that the basic factor is the over-all rate 
of return whose effect is however determined by the ratio 
of common stock to total capitalization and the cost rate on 
senior capital. For an all (100%) common stock capital 
structure the over-all earning rate and the rate earned on 
common stock equity would be the same and the equity 
position factor 1.00. If senior capital is employed, and it 
should cost as much per dollar as the rate earned on total 
capitalization, the equity position factor would yet be unity 
or 1.00. In proportion as senior capital is used and its 
cost rate is below the earning rate on total capitalization, 
the equity position factor will rise. In other words, the 
equity position factor measures the relative extent of the 
trading on the equity or capital leverage operation. 

The relationships of these factors for the 10 natural gas 
transmission companies as set forth in Schedule 57B, 
indicate their respective importance and effect on the 
result. Thus an enterprise with a higher equity capital 
ratio may yet reflect a higher leverage effect and earnings 
than one with a lower equity capital ratio which has a 
lower average dollar cost of senior capital. 
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Q. Will you now explain Chart III and the supporting 
schedules? A. Chart III is parallel in conception and pur- 
pose to Chart I. It varies from Chart I in that the plottings 
represent 13 natural gas transmission compsygas, 9 out of 
the Moody selected 10, excluding Tenneco, others 
most available and eligible for a representative cOhewari- 
son. The companies are identified by name in Schedule 
57E. ss 
The axes on this Chart I?* re the same as on Chart I. SS 
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Its purpose is to establish the normal relationships between 
common stock equity ratios and the percent of income 
available for the common stock equity for this group of 13 
natural gas transmission enterprises. The second purpose 
is to impose the facts for Florida Gas Transmission on this 
field in order to compare its position and performance and 
to provide a basis for determining what rate of return on 
total capitalization would be required to put Florida Gas in 
an equally attractive and financially competitive position. 

Fifteen points are plotted, one each for the thirteen com- 
panies and one reflecting the average ratio of instances, 
and one the weighted average ratio. 

A curve was imposed which would meet the requirements 
of passing through the 0-0 point and the 100-100 point as 
well as best fitting the plottings of the 15 points. The names 
of the companies and their respective common stock equity 
capital ratios and percent of income available for the com- 
mon stock equity are recorded in Schedule 57(. 

The same ratios are also plotted for Florida Gas Trans- 
mission, and recorded in Schedule 57C. 
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Schedule 57D records the values for K and Y and the 
change in the value of Y for intervals of 5 points change 
on the X axis. 

On Schedule 57E there are developed the several meas- 
ures of return and the equity position factor for this group 
of 13 natural gas transmission companies. 

The average common stock capital ratio for 1966 for 
Florida Gas Transmission Company was 37.39%. <A per- 
pendicular erected on the X axis at equity capital ratio 
37.39 intersects the curve of representative relationships 
for the group of 13 companies at a point that reads 63.02% 
when a horizontal is drawn to insersect the Y axis. 

This means that a 37.39% common stock capitalization 
should be able to claim 63.02% of the income if as well situ- 
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ated and successful as the average of the representative 
13 companies and incidentally also if it had as low a cost 
of senior capital. 

If 63.02% of the income balance must be available for 
the common equity of 37.39%, then 100.00-63.02 or 36.98% 
can be absorbed by senior capital. 

If now 62.61% of the capitalization of Florida is senior 
capital, the senior capital cost component at the 5.74% cost 
to Florida as of July 30, 1967 would be (62.61 x 5.74) or 
3.594%. Since this senior capital cost component may rep- 
resent no more than 36.98% of the return, the total return 
must be 3.594~36.98 or 9.718%. 

Deducting the senior capital cost component of 3.594% 
from the over-all return rate of 9.718% leaves 6.124 as the 
equity capital cost component. If 6.124 is the equity capital 
cost component for a 
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37.39% equity capital proportion, then 6.124--37.39 equals 
the necessary equity capital return ratio or 16.379. 
To reverse the steps for proof: 


62.61% of the senior capital at a cost 
of 5.74%, therefore 


37.39% of common equity capital at a 
eost of 16.379%, therefore 


Total Average Dollars Rate 


The step by step analysis summarized above is set forth 
in Schedule 57F. 

In August 1967 Florida Gas Transmission borrowed 
$30,000,000 at an approximate cost of 7.12% to the com- 
pany. The addition or ‘‘roll-in’’ of this $30,000,000 at a cost 
of 7.12% changes the senior capital cost per average dollar 
to 6.004%, and the common stock equity ratio down to 
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30.5% as reflected by the calculations in schedule 10D and 
schedule 57J. I choose to reflect the impact of this recent 
long term financing and the sale of the $30,000,000 675% 
notes in successive steps. 

By reference to Chart IV, it will be seen that a perpen- 
dicular erected at a 30.5% common stock equity which re- 
sults from reflecting only the sale of the $30,000,000 67% 
bonds will intersect the curve of normal relationships be- 
tween common stock equity and income balance for com- 
mon at a point, which, moved horizontally to the Y axis, 
reflects an income balance requirement for the common 
equity of 55.68%. 

At a 30.5% common stock capitalization ratio the com- 
mon equity income requirement would be 55.687. Given 
an average senior capital cost of 6.00%, which does not 
at this step reflect the cost of the $30,000,000 676% notes, 
for 69.5% of the capital, the return requirements for 
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Florida Gas Transmission would be derived as follows: 


Senior capital cost of 6% x Senior capital proportion 
of 69.49% produces a Senior capital cost component 
of 4.169. 


Since the senior capital cost component of 4.169 can 
claim only 44.82% of the income (100.00% — 55.68% 
required for common) the entire 100% of required 
income is 4.169--44.32 or 9.407%. 


Since the common equity required 55.68% of the in- 
come of 9.407%, the common stock cost component 
would be 55.68% out of 9.407% or a component of 
5.238. 


A cost component of 5.238 on an equity capitalization 
ratio of 30.51% would require an equity return rate 
of 17.168% (Schedule 57G). 
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It will be seen by reference to Chart IV that at a senior 
capital ratio of 30.51% the perpendicular erected at that 
point on the X axis intersects the curve of normal relation- 
ships at a point very near the average point for the 13 gas 
transmission companies as indicated by the circle identified 
as A. Thus the intersect point on the Y axis for the aver- 
age of the 13 transmission companies is 55.28% and for 
Florida Gas Tranmission 55.68%. 

On the basis of a 30.51% equity capital ratio and a 
55.68% required proportion of income it will be seen, from 
Schedule 57G, that the over-all return rate for Florida 
should be 9.407% and the equity return rate, 17.168%, while 
the actual for the average of the 13 selected transmission 
companies is at an over-all rate of return 7.76% and for 
common equity, 15.54%. The difference between the aver- 
age results achieved by the 13 companies and the return 
requirement for Florida Gas 
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Transmission is due to the fact that the average dollar cost 
rate on senior capital for Florida not as yet reflecting the 
effect of the $30,000,000 note issue is 6.00% and the implicit 
senior capital cost rate average for the 13 transmission 
companies is only 4.93%. Thus if Florida Gas Transmis- 
sion were favored with the same average senior capital 
cost rate as that of the 13 comparison companies of 4.93% 
its over-all rate of return requirement could be very nearly 
the same as that experienced by the 13 comparison com- 
panies, i.e., 7.76% vs. the actual requirement for Florida of 
9.407% and an earnable equity return rate of 17.168% vs. 
15.54% for the 13 company average. 

The prospectus for the recent $30,000,000 offering by 
Florida Gas Transmission also indicates a note purchase 
agreement and the intention to obtain additional debt capi- 
tal during 1968. 
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The additional effect of this $30,000,000 67% note issue 
is reflected in the last stage of Schedule 57. Before having 
access to the precise common stock equity which will result 
from the completion of the 67% note financing, I made an 
estimate that the equity ratio would fall further to at least 
27% and that at the indicated cost of 67% for $30,000,000 
of notes the average dollar cost of senior capital would 
increase further by the effect of a gross ‘‘roll-in’’ of an 
additional $30,000,000 at a cost of 67%. The average dol- 
lar cost of senior capital reflecting such an increase would 
be in the range of 6.145%. 

I therefore imposed a second measure on Chart IV to 
reflect the effect of an equity ratio of 27% as well. 

A perpendicular erected at the 27% equity line intersects 
the 
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curve of normal relationships at a point, which on a hori- 


zontal to the Y axis, indicates an income balance for the 
common stock of 51.52%. 

On the basis of these changes in the given relationships 
another required return derivation may be made. 

As set forth in sequence in schedule 57H a reduction of 
the Florida Gas Transmission equity ratio to 27% as a re- 
sult of further debt financing at an assumed cost (for these 
purposes) of 67%% would raise the debt cost per average 
dollar at least to 6.145%. By reference to the curve and 
the plotting on Chart IV a 27% equity should command 
51.52% of the income, leaving 48.48% of income available 
for senior capital costs. 

If an average senior capital cost rate of 6.145% is ap- 
plied to the senior capital ratio of 73.0% the senior capital 
cost component becomes 4.486. 

If now also the senior capital component of 4.486 is 
48.48% of the income return, then 100% of the return 
would be 4.486-+48.48 or 9.253%, the necessary over-all 
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rate of return which would equate Florida Gas Transmis- 
sion results with the average achieved by the selected 13 
natural gas transmission companies after reflecting the 
much higher senior capital costs of Florida Transmission 
(6.145) as compared with the average implicit senior capi- 
tal cost of the 13 comparison companies of only 4.93%. 
As further set forth in schedule 57H, if the over-all rate 
of return, required to put Florida Transmission on an 
equal footing with the average for the 13 gas transmission 
companies, is 9.253%, and the senior capital cost compo- 
nent 4.486, the component balance for the common equity 
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is 4.767. The required equity rate of return then must be 
4.767--27.00 or 17.656%. 

I have, since preparing Chart IV, been able to determine 
that the common equity ratio for Florida Transmission 
will, after giving effect to the 674% note financing as well 


as the sale of the 67% bonds, be 27.64% to the effect that 
the average dollar cost of all senior capital reflected is 
6.154%, excluding, however, any cost effect of compensa- 
tory balances. 

A recalculation of return requirements on this more 
refined basis indicates, by reference to the curve on Chart 
IV, that Florida Transmission common equity should be 
able to claim a balance of income of 52.30%. With a com- 
mon equity of 27.64% the senior capital proportion of 
capitalization would be 72.36%. Since the senior capital is 
72.36% and its cost is 6.154%, the senior capital component 
of the over-all required rate of return would be 4.433. 

Since the senior capital can claim 47.70% of income and 
the senior capital return component is 4.433, the total re- 
turn must be 9.29%. Similarly then 9.290-4.433 leaves 
a common equity component of 4.857. Since the common 
equity represents 27.64% of the capital employed the re- 
turn ratio on common equity must be 4.857--27.64 or 
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17.57% to meet the achievement standard of the 13 natural 
gas transmission companies. 

Q. What is the purpose of Schedule 58? A. Schedule 
58 serves the convenience of bringing together in compact 
form most of the essential measures by which the several 
classes of industries and utilities were compared. 
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The Schedule is updated for 1966. The base is the aver- 
age capitalization for the year 1966 and the revenue and 
income flow for the year 1966. 

The several ratios are based on year 1966 results related 
to the average capitalization for the year. On a year-end 
basis the results would generally be somewhat lower be- 
cause year-end capital would be higher than the average 
actually employed and income producing. The capitaliza- 
tion is not assumed to be the rate base but since a stand- 
ard base for measurement and comparison is essential, it 
is used for the purpose of putting all groups on a com- 
parable basis so far as the base is concerned. 

Line 1 compares the rates of return earned on average 
total capitalization for the year 1966. Industries earned 
12.00%, the Class A & B Electrics 7.26%, Moody’s 24 large 
Electric Utilities 7.33%, the Bell System 7.90%, the Gas 
Distribution Utilities 7.56% and the Natural Gas Trans- 
mission Companies 7.75%. 

In terms of industry characteristics, gas transmission 
is most similar to the non-utility industries. Florida Gas 
by virtue of posture, location and the rather unique char- 
acter of its market merits more than the average for select 
transmission enterprise. The rate to be earned by Florida 
Gas might readily be conceived to be appropriately above 
the average for the industry by at least so much as the 
effect of its higher average dollar cost of senior capital 
is above the average. 
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The cost of senior capital implicit in the given relation- 
ships for the 10 individual natural gas transmission com- 
panies were set forth 
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in Schedule 57B. It may there be seen that the senior 
capital cost rate for Florida is substantially above that 
of the other companies there represented and well above 
the averages, as was noted, 6.154% for Florida Transmis- 
sion as compared with 4.94%. 

Other comparisons can be made which point up the effect 
of the high cost of senior capital on the return require- 
ments of Florida Gas Transmission. In Schedule 57B, I 
have placed for comparison the ten transmission companies 
and Florida Gas Transmission in terms of 1) the ratio 
of equity capital to total capitalization and 2) the balance 
of income available for common after senior capital costs. 
It can be seen that while the common equity for Florida 
Gas Transmission was for 1966 yet relatively ‘‘thick’’ 
(37.39%) by comparison, yet the balance of income avail- 
able for common is not in proportion, being only 50.57 as 
compared with 53.3 for the ten transmission companies 
which moreover have an equity capitalization ratio of 
only 27.81% as shown in columns (4) and (3) of Schedule 
57B. The relationship may also be noted by individual 
companies which have equity ratios in the range of 37-38%. 
Thus one at 36.07% retains 64.01% of income for common, 
another with a 37% equity retained 61.47% of income for 
common and a third company with a 38.37% equity re- 
tained 63.62% of income for common. The other companies 
in the group reflected distinctly lower common stock equity 
ratios yet retained a higher proportion of income for 
common. 

In Line 2, Schedule 58, the rate of return earned on 
equity capitalization is compared for the several classes of 
industries and utilities. The rate of return earned on 
common equity is the joint 
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product of the following factors: 
1) the rate of return on total capitalization; 
2) the proportion which common stock is to the total 
capitalization; and 
3) the cost rate incurred on senior capital. 


It will be seen that the 10 natural gas transmission com- 
panies earned more on common equity than did Florida 
due in considerable part to the much higher cost of senior 
capital. : 

The comparative youth of this enterprise required rais- 
ing debt capital during the rising and much higher debt 
capital cost years. The recent additional $30,000,000 raised 
at a cost of 7.12%, added to the previous senior capital 
cost of 5.74%, has brought the average dollar cost of 
senior capital above 6%, the note issue raised the cost of 
senior capital further to 6.154%. As previously noted, no 
other transmission enterprise in the group of 10 has as 
high a senior capital cost. The over-all required rate of 
return thus rises with the cost of senior capital and the 
higher interest cost is obviously also a component of the 
equity cost of capital. 

Line 3 compares the common equity to total average 
capitalization ratios for the several compared groups. The 
equity rate of return earned and the equity position factor 
are not independent of the ratio of equity capital to total 
capitalization. Thus two striking instances can be noted, 
first the Moody’s 125 industrials which earned 13.91% but 
did so at an equity capital ratio of 78.19% and thus at 
equity position factor of only 1.16 as shown in line 9. 
Nearly as 
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dramatic is the result for the Bell System, which, with 
a 65.6% common stock equity ratio, reflects an equity 
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position factor of only 1.24 since the equity earning rate 
is only 9.77% against an over-all earning rate of 7.90%. 

Line 4 compares the percent of gross income available 
for common equity for the several groups and industries. 
It is to be seen at once that here Florida hits the bottom 
of the list since in spite of its 1966 relatively ‘‘thick’’ 
common equity ratio as noted above, Florida Transmis- 
sion retained only 50.6% of income for common, while 
the 10 natural gas transmission companies, with only 
27.8% common equity, retained 53.3% of income for com- 
mon. Here again the result of higher senior capital cost 
reflects itself. The other utilities and industries managed 
to retain much higher proportions of income for common 
without a significantly higher common stock to total capi- 
talization ratio. The answer is again in substantial part 
the higher senior capital cost rate for Florida. 

In Line 6 the margins of return are compared. This is 
a previously noted, the ratio of income available for com- 
mon to revenue (plus other income). The ratio of com- 
mon income to revenue for Florida at 12.8% is substan- 
tially inferior to the results for the two electric groups 
at 14.8% and 14.9%. 

Line 7 reflects the actual percentage points of return 
earned on common equity due to the assumption of leverage 
risks by ‘‘trading on the equity.’’ Florida Gas Trans- 
mission does not show up well with a differential of only 
2.77%. The only lower results were for the 125 
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Industrials which had a 78.19% common equity ratio, and 
thus little chance to reflect leverage earnings, and the Bell 
System which also had a high, 65.6% common equity capi- 
talization ratio and thus could reflect little leverage return 
in spite of a low embedded senior capital cost. The better 

* showing of all the other groups is due to their lower cost 
of senior capital. 
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In Line 8 the results of leverage in the capital structure 
are expressed relatively as a percentage instead of as 
percent point. By this test Florida Transmission again 
falls substantially below all of the groups except the in- 
dustrials and the Bell System both of which reflected very 
little leverage income because of their very high equity 
capitalization ratios, i.e., low use of senior capital. 

One of the most striking comparisons is between Florida 
Gas Transmission and Moody’s 10 Natural Gas Transmis- 
sion Companies, which earned 47.81% of their common 
stock income by leverage and trading on the equity, while 
Florida Transmission earned only 26.1% of its equity in- 
come via leverage. The electric utility groups earned 
41.7% and 42.2% of their equity income via effective 
leverage based on low senior capital costs and an over- 
all rate of return of 7.26% for Class A & B electric util- 
ities, 7.33% for Moody’s 24 utilities, 7.90% for the Bell 
System and 7.56% for Moody’s 10 natural gas distribution 
utilities and did so at even higher common stock capital 
to total capitalization ratios. Again the difference in the 
result for Florida is due to the higher cost of senior capital. 

The comparative equity position factors are set forth in 
Line 9. 
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Their respective levels are the result of the composite 
effect of the relationships which have been analyzed in 
detail by reference to Schedule 58. 

Any comparison of 1966 results for Florida Gas Trans- 
mission must recognize the lack of similarity of circum- 
stances and results in the several dimensions in which 
such comparisons might be made. The 1966 results are 
not of the same order and character as those reflected 
for previous years, neither are they of the same com- 
parative order as those reflected for other gas trans- 
mission companies. The strain on direct comparison with- 
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out adjustment for differences in posture and method of 
accounting becomes particularly serious when other utility 
groups and results for other industries are compared. Two 
components of income as reflected by accounting conven- 
tions are particularly in point. The most serious is the 
treatment of the investment tax credit as income and 
obviously when the amount is substantial, absolutely and 
relatively, as it is for Florida Gas Transmission in 1966 
as compared with gas transmission company groups and 
for other utilities and industry groups in particular where 
its impact is relatively unimportant and not distorting. 
The other income factor which takes on disproportionate 
significance is the credit to income for interest during 
construction which results from a period of relatively large 
and rapid plant expansion. There are available means 
of making for greater similarity of compared results by 
measuring results before the impact of unusual, year by 
year, or inter-company and inter-industry comparisons. 
On the basis of such tests as I have made and analyzed, I 
conclude that the Florida Gas Transmission 1966 income 
results as reflected in Schedule 57B have limited 
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direct comparability until and unless such adjustments 
making for greater comparability are reflected. In any 
ease the rate reflected as earned by Florida Gas Transmis- 
sion within the conventions of accounting employed is not 
evidence as to what Florida Gas Transmission should be 
allowed to earn, nor did I give it any consideration in 
coming to a conclusion as to what a fair rate of return 
to Florida Gas Transmission should be to meet the gen- 
erally accepted standards of a fair rate of return. The 
use of the rate earned by a regulated company as evidence 
of what rate of return it is entitled to have a chance to 
earn involves a pernicious and wholly inappropriate cir- 
cularity well recognized in regulation. 
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Q. What purpose does Schedule 59 serve? A. This 
Schedule is updated to reflected the ‘‘investor experience’’ 
as distinguished from the return rates experienced on the 
investment of the enterprise through 1966. It serves as a 
convenient summary comparison of results for 5 classes of 
industries in terms of the returns experienced by the 
investors in the common stocks of the represented com- 
panies as distinguished from the earnings results ex- 
perienced by the enterprise groups. The first, it may be 
recalled, reflects results on the basis of market prices paid 
by investors, the second on the basis of enterprise in- 
vested capital. The difference is significant. All of the 
figures in Schedule 59 are in summary of figures previously 
developed in subsidiary schedules as noted by source. 

Insofar as market prices are above book equities for 
the several groups, the return ratios in Schedule 59 would 
be, and are, lower than the 
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experienced levels of return based on book equities. Since 
investors insist on ‘‘buying the future’’ the experienced 
rates of return reflected in Schedule 59 based, as they 
are, on prices, do not as such reflect investor expectations 
and thus the actual cost of such capital. 

One comparison in Schedule 59 stands out above all, 
namely, the investor experience in terms of dividends plus 
appreciation for the 10 natural gas transmission com- 
panies. The experience of investors in the natural gas 
transmission companies is poorer and by many com- 
parisons much poorer, than the return rate on investor’s 
investments in any of the other industrial groups. Again 
here is evidence as to why investor enthusiasm for natural 
gas transmission companies has declined absolutely and 
relatively. 

Q. Will you now turn to Schedule 60 and add such 
further explanation as may be needed? A. This Schedule 
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in 3 pages is reproduced in its entirety as well as being 
updated through June 1967. 

The schedule reports both the price and an index number 
of prices with 1952 as 100, so far as applicable. It is seen 
from the tabulations and from Chart V, which visualizes 
the fact that natural gas transmission company stocks 
have lost ground relative to the other groups and also from 
their own earlier higher levels. 

As of June 1967 the transmission companies common 
stocks were at an index of 213.5%, while the gas distribu- 
tion company stocks were at an index of 261.7. 

The top ranking electric utilities stood at an index of 
283.9% 
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for Moody’s 24, while Moody’s 125 industrials lead the 
comparison at 373.1%. 
Florida Gas Company, the only publicly traded equity 


which reflects the appraisal of Florida Gas equity invest- 
ment ‘‘also ran’? but its index of market position was only 
136.6%, a very poor last place. Consideration may well 
be given to the date of inception and level of initial period 
prices. 

All of these relationships over the period are set forth 
in Chart V. In the gas industry it is the distribution group 
which achieved the gains but among all the utilities the 
electric group outperformed the gas distributors. The rise 
in the 125 industrial stocks as reflected in price per share 
substantially exceeded that of the electric utilities or any 
other utility group and with little leverage effect on 
earnings. 

Q. at is the added purpose of Schedule 61? A. Since 
a share is not a constant unit of measurement and par- 
ticularly over a period of time in which there could de- 
velop substantial changes in the size of the share and 
furthermore since the growth of the size of the share 


85 


(2474) 


for various companies and groups cannot be assumed to 
have been the same, it is necessary to reflect the price 
changes per constant, book-value size of the share. This 
is done in the two pages of Schedule 61 where the results 
are updated through 1966. 


Since some of these series can only, in book value terms, 
be carried back to 1959, others to 1952, indexes on both 
bases are set forth when available. 
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Something of a reversal in form takes place on a constant 
size share basis. On a 1952 base Moody’s industrials score 
142.4 in 1966 vs. the 24 electric utilities with 167.2. On 
a 1959 base as 100 the 125 industrials reach an index of 
91.1 in 1966 while Moody’s 24 electric utilities achieve 117.8 
reflecting among other things an apparently later response 
to a generally rising market. On the same basis, using 
1959 as 100, the 10 natural gas distribution company stocks 
scored 90.4 and the 10 transmission company group gave 
the poorest performance, with an index of 79.0. 


When the market appraisal is stated in terms of price 
per dollar of book value, column (3), with 1959 as 100, 
Moody’s industrials score $2.05 in 1966, the 24 electric 
utilities $1.99, the 10 gas distribution utilities $1.70, and 
the 10 gas transmission companies, again in last place, at 
$1.66. 


Q. What general conclusion do you draw from these 
comparisons as to prices per share, prices per constant 
size share and price per dollar of book value? A. The 
evidence is consistent and supports the previous several 
conclusions that the gas transmission companies now en- 
joy the least investment favor among the groups compared 
and moreover since the gas distributing utilities performed 
rather well and are quite well received, it cannot be the 
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fact of being in the gas industry that is the cause. There 
obviously is something special about the transmission sec- 
tor of the gas industry which has caused the loss in investor 
appeal. 

Q. On the basis of this wide range of tests and com- 
parsion of 
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results both on an investor and enterprise basis, is the 
7.20% used by Florida Gas Transmission in its calculated 
cost of the service in excess of a fair rate of return? A. 
No, not only is it not in excess of a fair rate of return for 
Florida Gas Transmission in present and reasonably pros- 
pective future posture but is substantially below a fair 
rate of return which would be supported conclusively and 
overwhelmingly by all of the available evidence. 

Q. Have you developed an opinion as to what a fair 
rate of return for Florida Gas Transmission would be as 
of July 1967 and over a reasonably future period there- 
after, such as the period to July 1968? A. Yes. 

Q. What is that opinion? A. On the basis of all of the 
evidence not less than 734% to 8.00%. In fact, 8.25% 
would be well supported by the evidence available and 
appraised. 

Q. Have you made any composite rate of return determi- 
nations reflecting respectively the senior capital and com- 
mon equity components of such return rate? A. Yes, I 
have made several on the basis of the best evidence as to 
capital structure proportions which are expected to pre- 
vail in the near term and reasonable future. These given 
factors are: 


Common stock equity ratio 
Senior capital ratio per cent 
Embedded Senior capital cost rate 
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Senior capital cost component 
(72.36 x 6.154) 

At a 12% return on common equity: 
Senior capital cost component 
Common capital, 27.64% @ 12.00% 


Average dollar earning rate 
At a 13% return on common equity: 
Senior capital cost component 
Common capital, 27.65% @ 13.00% .... 


Average dollar earning rate 
At 14% return on common equity: 
Senior capital cost component 
Common capital, 27.64% @ 14.00% 


Average dollar earning rate 
At a 15% return on common equity: 
Senior capital cost component 
Common capital, 27.64% @ 15.00% 


Average dollar earning rate 


Q. What in your opinion is the lowest applicable equity 
earning rate which can reasonably be applied in view of the 
evidence available to Florida Gas Transmission Company? 
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A. Not less than 14% at a 27.64% common stock equity 
capitalization ratio. The answer must be in the context 
of the common stock equity position as to both assets and 
income balance as well as reflecting a prospective earning 
rate competitive attractive in view of alternative invest- 
ment opportunities and what is being earned in other 
enterprises. 
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Docket No. RP68-1 
FLORIDA GAS TRANSMISSION COMPANY 
Prepared Testimony of Gerald B. Haeckel 


Q. Please state your name and address. A. Gerald B. 
Haeckel; 1361 South Orlando Avenue, Winter Park, 
Florida 32789. 

Q. What is your position with Florida Gas Transmis- 
sion Company and its affiliates? A. I am Vice President— 
Finance of Florida Gas Transmission Company and I hold 
the same position with Florida Gas Company and Florida 
Hydrocarbons Company. 

Q. Please describe your duties. A. Iam responsible for 
the financial planning, issuance of securities, and investor 
and other financial relations activities of the companies. 

Q. Please describe your educational background and 
previous business experience. A. I graduated in 1952 
from the Wharton School of Finance and Commerce of 
the University of Pennsylvania, receiving a BSS. - Eco- 
nomics degree. From August 1952 until May 1966 I was 
employed isi the investment department of New York Life 
Insurance Company, initially as a securities analyst and 
finally as a Vice President. My areas of responsibility 
there included supervision of oil and gas and public utility 
investments. I joined Florida Gas in May 1966. 
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Q. Did you participate in the recent financing of Florida 
Gas Transmission Company which provided funds for the 
Docket No. CP65-393 facilities? A. Yes, I was directly 
involved in that financing program. 

Q. Will you please describe the scope of the testimony 
you are presenting here? A. My testimony will relate 
to Florida Gas’ experience in raising the funds necessary 
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for both Dockets CP65-165 and CP65-393 expansions and 
the 7.20% rate of return utilized in the cost of service 
computations in this proceeding. 

Q. What general changes have occurred in the capital 
markets since mid-1965, when Florida Gas filed its appli- 
cation for the Docket No. CP65-393 expansion? A. Two 
developments have occurred in the capital markets during 
this period. An unprecedented level of demand for funds 
commenced during the first half of 1966 and has continued 
virtually unabated until the present time. As a conse- 
quence of this demand, interest rates have risen substan- 
tially and are near the highest levels reached during the 
past 40 years. 

Q. How have these changes affected Florida Gas? A. 
During 1966 and 1967, it has been necessary for Florida 
Gas to arrange financing for its Docket Nos. CP65-165 
and CP65-393 expansions, as well as for other corporate 
needs. In the aggregate, this requirement involved raising 
$140,000,000. At the time of the certificate applications, 
more than two years ago, financing estimated for these 
projects was based on then current interest rates: 5% for 
the First Mortgage Bond portion 
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and 514% for the unsecured debt portion of the total. 
In placing these securities, however, Florida Gas was 
required, by reason of the progressive market deteriora- 
tion, to pay interest rates of 6% in June 1966 for 
$25,000,000 and 6%% in August 1967 for $30,000,000 of 
First Mortgage Bond financing, and 67% in June 1967 
for $30,000,000 of unsecured debt financing. These issues 
have a term of 20 years. The balance of the financing re- 
quired, some $55,000,000, was obtained from commercial 
banks on a short term basis: $15,000,000 was obtained in 
August, 1965 at 5% for five years and $40,000,000 in July 
1967 at 534% for a three-year term (plus, in each instance, 
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compensating balances of 20% of the outstanding principal 
amount) in an attempt to permit permanent financing of 
this portion within the next three to five years at a more 
favorable rate of interest. As a result, although the ex- 
pansion filings were predicated on interest rates which 
averaged 5.17% for $120,000,000 of senior capital and 
$10,000,000 of equity capital (which carries a higher cost 
component), it became necessary to pay 6.62% for $85,- 
000,000 placed permanently and 5.55% (plus compensating 
balances) for $55,000,000 placed on a short term basis, 
resulting in an interest cost averaging 6.20% (without 
adjustment to reflect expenses of issuance and the effect 
of compensating balances). 

Q. Has there been any other effect on Florida Gas of 
the change in the capital market? A. Yes. From the time 
of financing the original project in 1958 until the financing 
for Docket No. CP65-393 in 1967, Florida Gas obtained 
its senior capital in the private placement market. The 
effect of the un- 
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precedented demand for funds commencing in the first half 
of 1966, however, was to virtually exhaust the availability 
of funds in the private placement market; this development 
severely limited the amount of funds that could be made 
available to Florida Gas from institutional lenders, ir- 
respective of any reasonable interest rate, within the period 
of time the Company required the funds. Therefore, in 
addition to apportioning the aggregate amount required 
between long term and temporary bank financing, the Com- 
pany found it necessary to divide the long term portion 
of the financing between the public and private placement 
markets. As a result, in August 1967 Florida Gas made 
a public offering of its First Mortgage Bonds for the first 
time. 
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Q. What was a significant consequence of this first public 
offering of securities? A. The Company subjected its 
credit standing to the appraisal of and ranking by the 
independent securities rating agencies, Moody’s Investors 
Services and Standard & Poor’s. These agencies auto- 
matically, as a part of their service to their subscribers, 
evaluate and publish ratings of the publicly-offered se- 
eurities of utility companies. 

Q. Please describe the rating system used by the rating 
agencies. A. The rating agencies use a system of letter 
designations to indicate their evaluation of the quality 
ranking of a particular security. In order to understand 
more fully the meaning of these ratings, below are quoted 
the descriptions published by each agency for certain of its 
classifications : 
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Moopy’s: Baa—Bonds which are rated Baa are con- 


sidered as lower medium grade obligations, i.e., they are 
neither highly protected nor poorly secured. Interest pay- 
ments and principal security appear adequate for the pres- 
ent but certain protective elements may be lacking or may 
be characteristically unreliable over any great length of 
time. Such bonds lack outstanding investment character- 
istics and in fact have speculative characteristics as well. 


Ba—Bonds which are rated Ba are judged to have 
speculative elements; their future cannot be considered 
as well assured. Often the protection of interest and prin- 
cipal payments may be very moderate and thereby not 
well safeguarded during both good and bad times over 
the future. Uncertainty of position characterizes bonds 
in this class. 


Stanparp & Poor’s: BBB—The BBB, or medium 
grade category is borderline between definitely sound ob- 
ligations and those where the speculative element begins 
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to predominate. These bonds have adequate asset coverage 
and normally are protected by satisfactory earnings. Their 
susceptibility to changing conditions, particularly to de- 
pressions, necessitates constant watching. Marketwise, the 
bonds are more responsive to business and trade conditions 
than to interest rates. This group is the lowest which 
qualifies for commercial bank investment. 


Sus-Stanparp Bonps 


As we move down the rating scale, beginning with BB, 
investment characteristics weaken and the speculative ele- 
ments become progressively stronger. The fortunes of 
the obligors change rapidly with economic and trade con- 
ditions and in adverse periods interest requirements may 
not be earned. Investment in bonds in this group must 
be under constant surveillance. Prices fluctuate widely 
with changing business conditions and with little regard 
for the money market. 


BB—Bonds given a BB rating are regarded as lower 
medium grade. They have only minor investment charac- 
teristics. In the case of utilities, interest is earned con- 
sistently but by narrow margins. In the case of other types 
of obligors, charges are earned on average by a fair 
margin, but in poor periods deficit operations are possible. 
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Q. What were the ratings given Florida Gas’ 1987 
Series of Bonds? A. The result of the analysis by these 
agencies was the assignment of a ‘‘Ba’’ rating by Moody’s 
and a “‘BBB” by Standard & Poor’s (equivalent to a 
‘“Baa’’ of Moody’s), a so-called ‘‘split’’ rating, to the 1987 
Series of Mortgage Bonds. 

Q. Would you explain how this rating differs from that 
accorded previous series of Florida Gas Bonds? A. Al- 
though it has been possible to obtain ratings of private 
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placements in recent years, Florida Gas did not have its 
last private placement issue, the 1986 Series of Mortgage 
Bonds, rated by either agency because it was not nec- 
essary in order to sell the issue. However, investors, in 
evaluating the Florida Gas credit, relate their opinion of its 
quality with the rating agencies’ ranking in negotiating 
the rate of interest on the issue. It is possible, therefore, 
to judge the private placement market’s appraisal of a 
company’s credit. 

In this regard, it is significant to note that nearly 75% 
of the 1986 Series of Mortgage Bonds was placed with in- 
stitutions that had been previous purchasers of Florida 
Gas securities; therefore, they had an intimate knowledge 
and understanding of the Company’s business and were 
qualified to make an experienced appraisal of the Florida 
Gas credit. This issue carried an interest rate of 6%, com- 
parable to the rate that would have been placed on a weak 
Baa/BBB issue at that time. Similarly, some 75% of the 


$30,000,000 of 674% Notes (equivalent to Debentures) 
placed privately in 1967 was with existing security holders, 
priced at a level equal to a Ba/BB-rated security. A Baa/ 
BBB rating is typically the lowest rating accorded 
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First Mortgage Bonds of natural gas pipelines, while a 
Ba/BB rating is normally the lowest for Debentures/Notes. 
While the securities of several pipelines rate higher than 
this norm, lower ratings are infrequent and exceptional. 

Q. What is the significance of the ratings given the 1987 
Series Bonds by the rating agencies? A. The ‘‘Ba’’ rating 
by Moody’s is low for pipeline mortgage bonds, and will, 
until improved, have an adverse impact upon the cost of 
capital to be raised in the future by Florida Gas. 

While investors in Florida Gas’ previous issues (private 
placements) consider the Company’s credit eauivalent to 
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a weak Baa/BBB, I would expect them to point to the split 
rating on the public issue (until such time as it may be 
revised) and use it for leverage in demanding a higher 
interest rate on any securities to be sold. 

Correspondingly, in sales in the public market with a split 
rating, Florida Gas will pay the higher rate of interest 
relative to the current market required for securities with 
such a rating. Furthermore, many institutional investors, 
such as bank trust departments and pension funds (mbajor 
sources of long term funds) are precluded by legal restric- 
tions or policy determinations from purchasing securities 
acorded a rating less than Baa/BBB. 

Q. To what factors do you attribute Florida Gas’ 
unsatisfactory rating by Moody’s? A. One of the most 
significant factors in a credit evaluation is the adequacy of 
the Company’s earnings not only to meet its debt service 
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obligations but to provide an adequate margin of protec- 
tion to these obligations. The historical record of earn- 
ings relative to a company’s asset base and debt service 
requirements (including ointerest coverage ratios) are eval- 
ulated in the light of current and prospective developments 
to ascertain the validity of using past experience as 2 basis 
for judging the future margin of protection to be afforded 
by prospective earnings. 

Q. Would you please explain what is meant by interest 
coverage ratios? A. Interest coverage ratios compare 
that portion of total operating revenues available to meet 
interest expense obligations of a company to its interest 
obligations. Total operating revenues are reduced by all 
operating expenses other than income taxes. The magni- 


tude of the ratio is regarded as being indicative of the 
degree of protection afforded its interest obligations by 
the earning power of the company. 
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Q. Please refer to Exhibit No. FG-61, entitled ‘‘Com- 
parative Coverage Ratios and Interest Rates 1962-1966 and 
Comparative Company Capitalizations as Selected Dates’’. 
Was this exhibit prepared by you or under your supervi- 
sion and direction? <A. Yes. 

Q. Please refer to Schedule 1 of Exhibit No. FG-61. 
What was the source of the information for this Schedule? 
A. The Federal Power Commission’s ‘‘Statistics of In- 
terstate Natural Gas Pipeline Companies’? and the Fed- 
eral Power Commission Form 2’s for the years involved. 

Q. Will you please describe what is shown by Schedule 1 
of Exhibit No. FG-61? 
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A. This schedule contains two sections; the first section 
shows average interest rates for mortgage bonds and for 
long-term debt, and the second section shows the interest 


coverage ratios on bond interest and total interest. As 
shown in the first section, Florida Gas has had during 
the 1962-1966 period the highest average interest rate of 
any of the companies in the comparison with the exception 
of Midwestern Gas Transmission. The second section 
shows clearly an unfavorable comparative record for Flor- 
ida Gas with regard to coverage of its interest charges 
in comparison with the 14 other natural gas pipelines and 
the 33 major company composites. 

Q. Please explain the factors which have resulted in 
Florida Gas’ unfavorable comparative coverages. A. The 
factors are its relatively higher average interest rate and 
its lower rate of return on both its average net plant and 
on its average common equity. 
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Q. Give the basis for your conclusion as to a lower rate 
of return. A. Tabulated below is a comparison I have 
prepared which forms the basis for my statement. 

Return Earned Return Earned 
on Average Net Plant1 on Average Common Equity? 


Florida 
—Gass__ 


8.43% 
5.44 
5.81 
6.77 
8.29 


2488 


1 Ratio of utility operating income to average net utility plant for the 
riod. 


pe 


2 Ratio of net income before inclusion of investment tax credit and after 
preferred dividends to average common and surplus for the period. 


3 Utility operating income in 1962, 1963 and 1964 restated for investment tax 
credit adjustments. 


Source: Data derived from FPO Statistics-1966 and Florida Gas’ FPC 
Forms 2. 


Q. Please refer to Schedule 2 of Exhibit No. FG-61, de- 
scribing the change in capitalization that has occurred for 
Florida Gas and its effect. A. Schedule 2 compares the 
capitalization of the Company before the Docket No. CP65- 
165 expansion, after that expansion, and at the begin- 
ning of the test period in Docket No. RP68-1 (which reflects 
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the Docket No. CP65-393 expansion). The schedule may be 
summarized as follows: 


Pro Forma, 
December 31, 1965 July 31, 1967 April 30, 1968 


Amount Amount % of Amount % of 
(000) (000) Total (000) 

First Mortgage Bonds $ 95,791 c $110,387 $136,919 
Other Debt 1,060 

Total Debt $ 96,851 - $125,387 
Common Stock & Surplus 64,069 z 70,830 

Total Capitalization $160,920 . $196,217 x $292,892 
Average Debt Cost (not 


adjusted for compensating 
bank balances) 5.77% 


The debt companent has been increased from 60.2% prior 
to the Docket No. CP65-165 expansion to 74.7% at the be- 
ginning of the Docket No. RP68-1 test period. Using a 


10.50% return to equity, Florida Gas obtains the rate of 
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return, based on test period capitalization, of 7.20% used 
in computing its cost of service. The same return on equity, 
with the debt component existing prior to Docket No. CP65- 
165, would have resulted in an overall rate of return of 
7.84%. 

Q. Would you state the considerations underlying the use 
of a 1034% return on equity in arriving at the overall rate 
of return, namely 7.20%, used in computing the cost of 
service? <A. A return of 1014% on equity, viewed in the 
light of Florida Gas’ pro forma imbedded debt cost and 
capitalization, represents a compromise providing the low- 
est return to the Company possible consistent with a con- 
tinuing ability in the near term future to attract necessary 
capital funds. In other words, a rate of return of 7.20% 
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will provide a basis for bringing the Company’s earning 
capacity more nearly in line with its industry. 

Q. I have advised you that the Federal Power Commis- 
sion’s staff has suggested that Florida Gas be required 
to use liberalized tax depreciation to reduce Federal in- 
come taxes (at least temporarily) with a corresponding 
reduction in revenues. Please refer to cost of service Ex- 
hibit No. FG-53, Schedule 1, and assume that income taxes 
are reduced 40% and revenues reduced by a like amount. 
What would the effect on the coverage for the test period 
be? A. Based on total interest charges projected for the 
test period, the coverage ratio would be 0.21 lower than 
would otherwise result. 

Q. Would you indicate the effect on coverage by reduc- 
ing income taxes by 80% and revenues by a like amount? 
A. The coverage ratio would be reduced by twice the 
amount indicated 


2490 
above, or 0.42. 

Q. Again referring to Exhibit No. FG-03, Schedule 1, 
assume that the total cost of service is realized from test 
period revenues. What would the interest coverage ratio 
be, based on the project test period debt? A. Based on this 
assumption, which is predicated, of course, on straight line 
depreciation for tax purposes included in cost of service, 
the test period interest charges would be earned 2.05 times. 

Q. In view of the level of interest coverage indicated 
above for the test period, what would the effect of redue- 
tions in coverages from liberalized depreciation be on the 
Company’s credit and its ability to attract capital? A. 
Florida Gas can expect its interest charge coverage ratios 
to be lower than those experienced by other natural gas 
pipelines in the near term future, even with a 7.20% rate 
of return. However, anything which causes an even fur- 
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ther reduction in this low level of coverage will aggravate 
the Company’s credit rating problem; in order to maintain 
the level of coverage anticipated with a 7.20% rate of re- 
turn utilizing straight line depreciation for tax purposes, it 
would be necessary to obtain a compensating higher rate 
of return to recover those revenues lost through the flow- 
through of liberalized depreciation. 


* * * 


Presmpinc Examiner: All right. I see your point. That 
is very well presented. I am sure the Staff will give it 
some thought. 

Now, are we ready, gentlemen, to consider about our 
witnesses? 

It is 3:30 and I promise to close up here before long. 

While you are doing that, I will read to you some notes 
I wrote, because you know I have to make a report of this 
meeting. 

I will report that we agreed upon the base year, or test 
year basis, the one for locked-in period, and the one for 
the future. And I will report on the question of the locked- 
in period, we are going to settle for a 614 rate of return. 

Now, on the question of witnesses. 


2793 

Mrz. McSmaurey: Mr. Examiner, before you leave that 
point may I inquire about the agreement on the base year 
for locked-in? 

I wasn’t clear on that. 

I thought it was your thought that you would use actual 
experiences for locked-in. 

Presmine EXaMINEE: Yes, that is right. 

Mz. McSwauter: Is that correct? 

Presipinc ExaMIneR: Yes. I understood for the locked-in 
period we are going to use the actual experiences for the 
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entire period, and that for the period beginning May, 1968, 
we will use the year ending April 30, 1969, as adjusted. 

That is what I thought we were doing. 

Mr. Patterson: Mr. Examiner, we can not—we must re- 
spectfully take exception on the 6% percent. 

Presipinc Examiner: Yes, I didn’t say there is agree- 
ment on it. I understand there is not agreement on it. I 
am saying as far as I am concerned that it is. I am not 
going to do any more. You can get something else in the 
record, I studied it, I am not going to study it any more. 


s * * * * * * * * * 


7128 
Witness W. J. Bowen 


Q. Will you please state your name, address and occupa- 
tion? A. W. J. Bowen, Post Office Box 44, Winter Park, 
Florida. JI am President of Florida Gas Transmission 
Company. 


Q. Are you also President and Director of the parent of 
Florida Gas Transmission, Florida Gas Company? A. Yes, 


Q. Do you know what rate of return the filed rates will 
yield? 

Preswinc Examiner: Which rates? 

Mr. McoSHauter: The rates filed in RP69-2. 

Presiprxe Examines: I don’t know what you mean by 
‘¢filed rates.’? The rates the Commission called for—whose 
rates? 

Mr. McSuartey: The Company’s rates which were filed 
and are now under suspension. 

Tse Witness: Well, the rates on the transportation 
service yield a return of 744 percent. The rates on the 
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resale jurisdictional business will return something less 
than that. I don’t have the exact number. 


By Mr. McShalley: 


Q. You don’t know what the overall rate would be? A. 
No, sir, but I think we would probably furnish that in- 
formation for you. We still have to check out the effect of 
the Southern Louisiana rate case which brings the juris- 
dictional resale rates closer to the 714 percent, even con- 
sidering the moratorium level of 57.0. 

Q. Do you expect the Florida Gas Transmission will re- 
ceive any refund as a result of the South Louisiana de- 
cision? 

7154 


A. Yes, sir. 

Q. Do you have any idea or anticipation of what the 
amounts will be? A. No, sir. 

Q. Will the company pass the refunds on? <A. It would 
have to make that determination at that time, Mr. Mc- 
Shalley. We haven’t calculated the amounts yet. 

Presminc Examiner: Well, what is the deal? Are you 
going to develop this, Mr. McShalley, or is the company 
going to come in? We always have this problem in the 
middle of a case when something comes along to change 
the facts of what to do about it. 

This sounds to me like it is pretty important—since we 
had our prehearing, I guess. When was it that Southern 
Louisiana case came out, just the other day, wasn’t it? 

Mr. Parrerson: The day of the prehearing, Mr. Ex- 
aminer. 

Presipinc Examiner: Same day? 

Mr. Parrerson: Yes, sir. 

Tre Witness: I think I might say this. We haven’t seen 
anything yet in our purchased gas cost, after reviewing 
the new order in Southern Louisiana, that would indicate 
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that our filed rates for resale service—firm resale service 
were going to be less than what we filed for in 69-2, and 
it has very little effect, if any, on the transportation 


7155 


service, and it shouldn’t affect those, so I don’t think it 
would have any effect on the rates we are seeking here, 
or the rate of return that we are asking for. 

Presiding Examiner: I find that incredible, and I find 
it tremendously disturbing. I saw the Commission’s opin- 
ion, and saw parts of it, so far. It is a big thick document. 
I know the poor Examiner who tried that case was on it 
for a year or so, spent a long time writing an opinion. 

‘Am I now to hear authoritatively and responsibly and 
definitively from one of the principal customer pipeline 
companies that after this Commission has spent two years 
of its sorry lifetime, all these years been working on gas 
costs and gas rates since 1954, since 1954 we have been 
working on producer rates, sometimes working frantically, 
and slowly, am I now to be told that after this Commission 
worked as hard as it has on Southern Louisiana rates and 
has now come out with its announced result, are we really 
to hear from an important customer company that that is 
all well and good, they did a lot of work, and they did a 
lot of figuring and they wrote a lot of pages, but the end 
result is that it means nothing whatsoever to the customers? 
Is that what I am to hear? 

The Witness: No, sir. I am saying it has nothing to 
do with our transportation rates because we don’t buy 


7156 
that gas. Then we go to the resale rates, and the resale 
jurisdictional, that amounts to 20 percent of our volume, 
‘and that is where it would have an impact. 
Now, we already have a deficiency in our filed rates of 
something like $500,000. Now, if the rate reductions in 
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Southern Louisiana and the Gulf Coast and where we buy 
our gas was in excess of $500,000 on this portion of our 
gas, then it would start pulling the rates down below what 
we filed for, but until it reaches that point, it wouldn’t 
change our filing, because it would mean that we would be 
seeking less than the 714 percent return on 10% percent 
on equity, and we are not doing that. 

Now, ultimately it will have an effect on lowering our 
costs for delivering gas in the State of Florida, but not 
at this particular moment on our firm resale gas, since we 
already have a deficiency there. 

Presiding Examiner: Well, I think we had better have 
a discussion for a minute on case management. I sure 
don’t know the answer. Your case was made up in good 
faith here in the middle of August. What did I count, four 
volumes of filing, a foot and a half high at the last esti- 
mate. 

Now, your G rate and your I rate, now you remember 
that your G rate and your I rate are your resale rates, 
primarily dependent upon the cost of your purchased gas. 
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Now, I take it your August 15 filing starts with a cost of 
service for G and I on the basis of the then filed rates of 
the then. producers. I assume that is true. 

Now comes the Commission, you say, on the 25th day of 
December, and after your effort is announced that the 
Southern Louisiana producers’ rates had better be a little 
different, and the Commission is certainly conscious of all 
the time and effort it spent in going into that case and 
doing all that work. I haven’t read yet whether anybody 
is going to reconsider it or take it to court. I think the 
Commission has said that they believe this to be the proper 
answer and will continue to be. 

Now, here is my question: I heard you all say last 
Wednesday that somebody here has a plan to certify this 
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question to the Commission of the rate of return. Now, you 
know very well the first thing that happens, we send down 
a memo to the Commission saying here is the record. 
They want you all to decide rate of return. The first thing 
the Commission is going to want to know, well, this is a 
rate filed back last August before our new decision. How 
much are the costs reduced by our September 25 decision? 
That would be the first thing I would want to know if I 
were a Commissioner, I would think, if I had just gone 
through all that effort to try to hear your costs for you, 
and yet I can see your problem. If we keep trying to take 
cognizance 
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of every change that happens every day, and change a two 
foot high table of figures and tables, we would never get 
a case done. 

But wouldn’t the Commission feel bereft if we sent this 
down next week saying ‘‘Please determine a rate of re- 


turn’’? Do they need to know the cost or not? 

Mr. McShalley: I think where the rate of return has 
been decided directly by the Commission, where the Ex- 
aminer’s decision is waived, the company’s costs are as- 
sumed correct on every other issue for purposes of deter- 
mining rate of return on the—one issue is decided— 

Presiding Examiner: A five or ten percent change in 
the cost of purchased gas would not be necessarily material, 
I take it, in deciding the rate of return, is that your thought? 

Mr. MeShalley: That is what I understand, Mr. Ex- 
aminer. The company’s costs on other issues are accepted 
for purposes of deciding rate of return. 

Presiding Examiner: Accepted for the purpose of argu- 
ment? 

Mr. McShalley: Yes, sir, that is right. 

Presiding Examiner: Is that your understanding, Mr. 
Morley? 
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Mr. Morley: Yes, sir, it is. 
Presiding Examiner: I am the only one here that is 


7159 

worrying, is that right? 

Mr. Patterson: That is correct. That would affect the 
cost of service, but not the rate of return determiriation. 

Presiding Examiner: So this discussion is in the record 
with the help of our faithful reporter, and that will be 
the answer to the man downstairs. That will be the answer 
to their question how will this be different, and that will 
be decided when the cost of service comes up for examina- 
tion. 


Docket No. RP66-4 
Exhibit No. 1 
Witness: 


Florida Gas Transmission Company 
Overall Cost of Service 
Twelve Months Ended May 31, 1965 
as Adjusted 


August 1965 
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FLORIDA GAS TRANSMISSION CCIPARY 
RATE BASE AD RETURN 
TWELVE MONTUS ENDED MAY 31,1963 


References 


Statemenc 
_ Reseriptton Exhibit or Schedule Tote} Intangible Jransntaston __Ceneral 


Q) (2) Q (4) @) (6) @ 
Average Cas Plan: Investuent B-Page 2 $ 198,802,207 $ 3,033,666 $ 193,583,330 $ 2,185,211 


Accumulated Provision for 
Deprectacton end Amortization B-Page 4 (34,355,935) (303,213) (32,958,284) (894,533) 


Average Contributions in Aid 
of Construction (Cr.) B-Page 6 (142, $58) (142,558) - 


Average Net Plant Investoent 166,303,714 2,539,553 160,482,486 1,290,673 
Ket Working Capital - - - 


Rate Base 


Return on Rate Base at 6.5% $ 10,679,741 $ 164,686 $ 10,431,362 $ 
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Schedule No. 1 


FEDERAL RESERVE BANK OF NEW YORK 


DISCOUNT RATE 1946-1966 


¢) (2) 


Effective Percent 


Date per Annum 
April 25 


January 12 
August 13 


August 21 
January 16 


February 5 
April 16 
April 15 
August 5 


September 9 
November 18 


April 13 
August 24 


August 23 
November 15 


January 24 
March 7 
April 18 
September 12 
November 7 
March 6 

May 29 
September 11 


June 10 
August 12 


July 17 

November 24 
1965 December 6 4-1/2 
1966 In effect Sept. 30 4-1/2 


Source: Federal Reserve Bulletin of October, 1966 
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November 


DOCKET NO, RP66-4 
Schedule No. 4 


Exhibit No, 
Page No, 4 


October 


July Augus September 


PERCENT PER ANNUM. 


March 


z 
3 
9 
g 
Z| 
2 
3 
: 


MOODY'S AVERAGE YIELDS ON PUBLIC UTILITY BONDS RATED Ba 


Annual 
Average inusry February 


Moody's Public Utility Manual and Moody's Bond Survey 


(a) As of October 26, 1966 


Source: 
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FLORIDA GAS TRANSMISSION COMPANY 


BONDS USED IN MOODY'S PUBLIC UTILITY 


BOND YIELD AVERAGES 


AS OF SEPTEMBER 19, 1966 


Bonds Rated Aaa 


American Tel. & Tel. Co. 3-7/8s, 1990 
Baltimore Gas & Elec. 4s, 1993 
Cleveland Elec. Illum. Co. 3-7/8s, 1993 
Commonwealth Edison Co. 3-3/4s, 1988 
Connecticut Lt. & Powr. 3-7/8s, 1988 
Consumers Power Co. 4s, 1986 

Duke Power Co. 4-1/4s, 1992 

Duquesne Lt. Co. 3-3/4s, 1988 

Phila. Elec. Co. 3-3/4s, 1988 

Southn, Bell Tel. & Tel. 2-7/8s, 1987 


Bonds Rated A 


Alabama Pr. 4-7/8s, 1995 

Appalachian Elec. Pr. 4-5/8s, 1987 

Col. & Sou. Ohio Elec. 4-1/8s, 1988 
General Tel. Co. of Calif. 4-1/2s, 1995 
Jersey Cent. P. & L. Co. 4-7/8s, 1995 
Louisiana Pr. & Lt. 4-3/4s, 1987 

Mass. Electric 4-3/8s, 1992 

Minnesota Pr. & Lt. 4-3/4s, 1987 

Utah Power & Light 4-1/2s, 1992 

Wash. Water Power 4-5/8s, 1994 


Bonds Rated Aa 


Carolina Power & Light 4-1/2s, 1991 
Consolidated Edison Co. 4-3/8s8, 1992 
Florida Power Corp. 4-1/4s, 1992 
Georgia Power Co. 4-1/2s, 1993 
Illinois Power Co. 4s, 1988 

Niagara Mohawk Pwr. Corp. 3-7/8s, 1988 
North. Ill. Gas Co. 4-5/8s, 1985 

Ohio Power 4-5/8s, 1989 

Pacific Gas & Elec. 4-3/8s, 1994 
Public Serv. Co. of Colo. 4-1/2s, 1994 


Bonds Rated Baa 


Colorado Interstate Gas 4-3/4s, 1984 

Gen. Tel. & Electronics Corp. 4-7/8s, 1987 
Nevada Power 4-1/2s, 1993 

Pacific Pr. & Lt. 4-5/8s, 1994 

Puget Sound Pwr. & Lt. Co. 4-5/8s, 1993 
Sierra Pacific Pwr. Co. 5s, 1995 
Tennessee Gas Trans. Co. 5-1/4s, 1979 
Transcont. Gas Pipe Line Co. 4-7/8s, 1986 
Washington Water Pr. Co. 4-1/2s, 1983 
Western Union Telegraph Co. 5-1/4s, 1987 


Source: Moody's Investors Service, Moody's Bond Survey, September 19, 1966. 
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FLORIDA GAS TRANSMISSION COMPANY 


KEY TO MOODY'S BOND RATINGS 


Moody's Ratings are an indicator of the relative investment quality of 
bonds. The ratings are defined by Moody's Investors Service as follows: 


Aaa 


Bonds which are rated Aaa are judged to be of the best quality. 
They carry the smallest degree of investment risk and are generally 
referred to as "gilt edge", Interest payments are protected by a large or 
by an exceptionally stable margin and principal is secure. While the 
various protective elements are likely to change, such changes as can be 
visualized are most unlikely to impair the fundamentally strong position 
of such issues. 


Bonds which are rated Aa are judged to be of high quality by all 
standards. Together with the Aaa group they comprise what are generally 
known as high grade bonds. They are rated lower than the best bonds 
because margins of protection may not be as large as in Aaa securities 
or fluctuation of protective elements may be of greater amplitude or 
there may be other elements present which make the long-term risks appear 
somewhat larger than in Aaa securities. 


A 


Bonds which are rated A possess many favorable investment attributes 
and are to be considered as higher medium grade obligations. Factors 
giving security to principal and interest’are considered adequate but 
elements may be present which suggest a susceptibility to impairment some 
time in the future. 


Baa 


Bonds which are rated Baa are considered as lower medium grade 
obligations, i.e., they are neither highly protected nor poorly secured. 
Interest payments and principal security appear adequate for the present 
but certain protective elements may be lacking or may be characteristically 
unreliable over any great length of time. Such bonds lack outstanding 
investment characteristics and in fact have speculative characteristics 
as well. 


Source: Moody's Investors Service, Public Utility Manual 


122 


“9961 Azenusr 30 se Suypurysino enss; oo0'O0O'OS$ & (>) 

“9961 Azenzqeg Jo se Sujpueaeino enssz 000'000'0S$ & (q) 

9961 “SI eunr 30 se pos ensss 000'OO0OS$ © (e) 

*suojsyaozd puny Suyquye eaey sainquaqep T#3a08 ydaoxa spuoq 11y +2204 


9961 ‘lenueH 497TFIn 2FIG"d 8, fpooy :e>1n0g 


TS6°e6E Pe2v8 eg [e201 
O18 sz 1 Peavy veg [820L 
s99°¢69§ P2106" ¥ [9201 


CUTTY 1920 


Sze eanqusqeg 
1e6*O1E ausledtd 1892474 *d10D aux] edjyd 88D [e3UausqUODsueI1 


002'z9 2anqueqeg 


192691 @inqueqeg 
96C "ore (4) eurtedya 1saya 


e60'ozs eanqueqed 
0S2'69% (9) eurtedta 39154 *20r o2euuez 


1$2*oz 2nqueqeg 
799 “qed $ *AUCD 
20°09 euytedya 19234 *0D 88D [PINIeR VAsYQNOS 


92e€61 2@anqueqeg °OD 9uy7 edygZ uz0eiseg otpusqueg 


0z6* TLE (8) eanqusqeg *a's 
os6*tz @inqueqeg "OD BD [e2NIeH UI0q2104 


002 ‘os @1nqueqeg *d109 19Ayq 1ddyse3e8 7H 


21njuaqeg 
776'6S 21972148A009 *OD 8¥D [82NIWH CSed IZ 


Oz1° ot T e1nqueqeg 
loys ty $ z auytedyd 39234 °O2 88D 930281030] OpP10[oD 


Faypurasano Vayaea $931 10 Kusdeop 
qoNowy 22,100 peie2)poy 

2” senssy] 

JO J9quny 


9 ‘ON atnpeyss WH Nal S,A000H 40 SOMILYS NDT 


< *om a8eg 


O€ "ON 33974x2 TS —————EE 
$-99a" “OM Laxc0d ANVdHOD NOISSINSNYEL SYD VOISO1Z 


000‘ozz 
Les ‘Coz 
€00'T 
£29 ¥ez 

° 
000° ZT 
ose*1¢ 
000°099°T 
000‘OIT 


249 ‘622 
000‘04%9 


000‘S6T 
00S ‘09T 
829‘8O1 


000'8 
000'8t 


000'S%t 
S16°SST 


00%'s4 
9Se‘e 
ges‘i9z  $ 


Vuypuewsano 
qunowy 221100 


Zz 30 [ 1904S 

2 °ON @TNpayrs 

8 ‘ON 38ed 

Of °ON 239FUKE 
-99da “ON 13x00 


z 
T 
ol 


Buyiee 
paavozpul 
1v sense] 
yO iaquny 


(p) e8e8210% e134 
o8e8210N 38174 


91NQUEQeq 9147212A00D 
Suyppunzoy 9 [e198UaD 


“TI9D 
9 088 10% 38154 


e8e8210K% 38134 
Suypunzey pus 83T4 
Sujpunzey pus 30274 


91nqueqeq 
(9) 28082204 39374 


2308310 19134 
98e8110% 38174 
jeiauay pue 8174 


(9) 2anquaqeg ‘Au0D 
a8e32210H 18372 


(8) e8e82204 39132 
28e8Q10% 39134 
aanqueqeg *4°S 


*q2q ‘AU0D 
(8) Suzpunzey 38274 


7 
"09 19K0g 9 Buy34q8~q UOISNOH 


*d109 19A0g Upy10d 


"OD UCsTPZ 27022290 


"OD 14847 F AVAOd BAIEMI Og 
*0D 14877 9 2eM0g UOIheg 
C°A°N) ‘0D UOStpZ parepTTosuoD 


"OD 19m043 9 149}7 INdFIDaUUND 


+09 vos}pa 421 veAUCEMOD 
"09 Suz euzenqil 9322992 PuUBTeAZTO 
*O9 932992Ta 9 8eD FIBUUFOUTO 


‘OQ 1eMog auTeH 1812U9D 


*d109 9322931g 9 ‘D UOSPNH [#13UaD 
*OD 14877 9 29K0g eUz{OIED 


+09 Uosypg u0280g 


23229919 3 Sep o10mzIIeE 
WaT Id Kuedao5 


SS 


$961 40 GNA LY SaILITIIN S1TGNd 42 S,AQOOH 40 SONILVA GNOT 


ANYdHOD NOISSIKSNVSL SYD VOIHO1A 


“S* veya 8697 (1) 9961 Itady pros anssy oo0'o00'OZ$ ¥ (3) 
9961 L}idy 30 se Suzpueisyno anss} QOO'OOO'SZ$ ¥ (4) IfAdy Jo se 8ujpueasino enssy 000'000'0Z$ ¥ (2) 
9961 asn8ny ut pros (fF) Iady Jo se Sujpueisino anssz 000'000‘0%S ¥ (P) 

9961 4eH pros anss¢ O00‘000'SZ$ ¥ (1) 9961 4Y2IPH JO se pros (5) 

9961 eunr uy pros anssy Qo0‘oOO‘OL$ ¥ (4) 9961 eunr p219330 (4) 

9961 41H UT Pros anssy O00‘O00'SLS V (3) 1}4dy JO se Buypueisino enssy Qoo'O00'OES ¥ (#) 


9961 ‘1enueH AIFTFIN 2319Ng 8,kpooH +e2IN0g 


6z9* 09'S $ 
oot'z reg [#20] 


oLt 89 ¥ 18201 
950'96*S ey [e201 
loc 'cez*z § ey [P10] 
629"L09°8 $ T8101 


ore eanquaqeg ‘4's 
000991 28e8210m 381T4 "OD 143}7 PF 29M0g YRIN 


sve'stt (4) e8e8a10H 38344 93290914 eduey 


£86‘ (f) aanquaqag *auop 
00s ‘798 (1) Buppunjoy 9 aszta ‘0D UOsTpa *Z} [8D Usayinos 


000'SEz a8e8710n% 98254 Opezopoy JO *OD adza1eg DFI Gnd 


000'0bS Suypunjoy 9 30138 ‘OD 93229314 erydtapetiud 


000'EST (4) e8e8q20y asazta "OD W3PT F JeMog eyueAT{suueg 
TLU 99S 'T (8)*punjau 3 e8e8y10H 8274 "OD 94399912 F SBD 9237 ;90g 
O80‘ SIT 6 (3) 28e8920H 39134 "OD 148}1 3 19mg 8} OdeuRJpUT 


905°6 1 @inquaqegd ‘a's 
ooo'set § 6 (2) a8e8210K 98142 ‘oD 1am0g OYrpI 


Buypueys no Buyiaeg onssT waz] 10 Auedwoy 


qunowy se] [070 paaesspul 
3@ sanss] 


yO Jaquny 


Z JO Z 3934S 
< *ON atnpayss $961 40 GHG LY SAILITIIN D11Gd %Z S,AGOOH 40 SONTLVY NOG 


6 ‘ON a8eg 


Of °ON TIQEUXR ee 
9-99du °ON 139x900 ANYdHOD NOISSINSNVAL SYD VOIHOTA 


4 


¢ 
9961 13ady 30 se Suzpusisyno ¥ 000000'T1$ ¥ (®) 
*suozsyAoid puny Buyyuys eAey spucg T1¥ :230K 
9961 ‘TenueH A25TTIN OFTQNA 8,ApooH :a>an0g 


tories ¢ 


91l'9 eg [8201 


989 °S6z ¥ 18201 
soe‘ezz ¢ wy 12202 


toz‘tes ¢ 18201, 
920°Ct 20893210K 38174 293;7 sep uo Susysen 
000‘ 2808310 38134 se Kasse yynog 


08+‘ 61 891nqU2qQ0q 
809 ‘S91 28e3210H 39134 88D Syous {TI v19ey210K 


699¢9 $21nQUeqeq kddng yang uzequnoy 
"OD 88D st{odeauuTH 


£09°ST sainqueqeg 
t61°09 2993220; 38274 


6eL't 23283204 38174 10394 9 


ezt‘ot a8e83204% 381534 *OD a27A1ag sep 


670°16 a8e8 210M 38134 8D uozun ux {yO0I1g 


91t*9 21nqueqeq 
956 ‘ty $ a8e8210H 18274 24877 s¥5 equezIV 


Wuypuews Ino suyaeg_ onsel a7] 10 Auedwog 
qunowy set {oa paiesspul 

28 sanss] 

jo 1aquny 


$961 40 GNa 1¥ SZINVdHOD ONIINGIYISIG SVD 


8 ‘ON B[Npayss YN Nal S,AGOOK dO SONILVY GNO@ 


OT ‘ON a8eg 
O¢ “ON 3FqQ14xa 


9-99da "ON LIN00d ANVdHOD NOISSINSNVEL SVD YO1NOT4 


9961 ‘9z *Bny 9961 Po}19wy JO OD ausjedsa sed 1e3ndeN 
961 ‘SZ "20H 7961 *OD aus7 adpg U221807 atpuequeg 
61 ‘61 “994 9961 "0D $25 [SIN eM UIIYII0N 
£960 ‘or Aine C961 *OD #eD [eAngeM V22IqYII0N 
2961 ‘Zt *270 7961 OQ aus ad}4 vs278eq eipuequed 


sn 
w2erd 
Soon 
Rags 


noe 
t44 


796 ‘tt ‘oer 7961 er;1ewy 30 ‘OD eustadig sed [eINIeR 
196U *T “AON 1861 ‘OD 809 [e1NIeH UI9qI2I0N 
t96t ‘91 Aer 1861 709 88D Je2NIeM UIIq2I0N 
O961 ‘ST ‘AON Osét °O9 $8D 1e3N1eR VI9EqII0N 
O96 ‘02 ‘220 Os6t Boy2e~y JO *OD auljedsg seD 102NIeH 
6S56E ‘8z 1220 616 °09 88D Leanieg UI0q210N 
6s6t ‘zz Ater 6L6 709 Uojsstesuesl sD aassauuel 
6s6r ‘6 ‘3d¥ 6161 P2FIaay JO *OD auztadia s¥D [esnien 
6560 ‘11 ‘37H 6161 #09 $¥D 938281990] Ops10jOD 
6560 ‘Iz ‘Uer 6161 *OD 885 [e1NIeW UIIYINES 


MRRARLASARR BR 


nOoOm™ 
RSSA=Bssss 
Waennnerrs 


aman 


BS6L "92 “AON BL61 *OD $e [P1NIeN U19q220N 
BS6t ‘L *AON ei61 e2}20Ny 30 “OD eustedsg se 1e20IeH 
e561 ‘91 ‘3495 6161 ‘09 wossetesuRs, SPD eessauve] 
tsét *§ ‘200 tt61 09 88D Len eR UIEQI10N 
isét ‘ez AtH tt61 ‘oD uOJesyusue2L seD eassauueL 


RI288 
www 


tsét ‘sz ‘adv 9461 10D 88D [81NIeN UI9qY2710K 
9S6E ‘61 ‘1¢9s 9L61 ‘oD uojssyesues, se oasseuval 
SS6L 41 ‘ides 9161 *OD UOjSsstesuez] Sed sessquueL 
eset ‘iz Ator 9161 +09 $89 920282820] Oprioj0D 
9s6t ‘ot Aine 7261 *OD 885 [eInaey 0I2q220— 


SS8SSZ SHSSS 


anges 
aanees 


NO Om 


9s6r ‘tz eure 161 10D aus] ed]g ule3seg arpuequeg 
9S6t ‘zz eune 9161 *OD UOTSS}EsuRI] $95 sasseu0e] 
61 ‘Z "10H 961 "0D #09 [e2NIeM VIEqINOS 
cs6t ‘C ‘290 Ci61 OD UOTeS}ESURIL SBD s28eauUe] 
£61 ‘OL “AON €L61 +09 seo [e201eN 019q2I0N 


80° 
$0" 
60° 
or 
60° 


anonw 
NARA 


Aan 


Cs61 “UL aune CL6t +09 $e9 1e4NIeR UI2q7I04 

€s61 ‘oz Aen C6 +09 $#D 1e3NIe4 UIEqGINES 
Cs61 ‘Ut "99 ciét ‘OD UO;sstesuRZ, Se 2essauveL 
z$61 ‘OL ‘aides 7161 "OD UO;ss|usuRsL 88D 22ssauveL 
1661 ‘oz "oer o1ét 409 88D 1e1NIeq BIayINES 


tr" 
ur 
uu 
60° 
280° 


sty 
10o'" 
to"o 
Sit 
wte'z 


Naas 


000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000! 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 


Z222 S8RRe 


Lod 
ES: 


(spuesnoyd) 
FRruerx SIeTSKY «ey iveie3310 $peas0ig PETS F p239330 Pe103J0 o300 Tiyinwn Tense] jo sue] 
#, kpoon 1840 2809-PL9FA 19K 98 8uy30330 2 qunouy ands] jo ojieadjeag 
(9 *103) PLATA Aypanyen 09 Avyanaey 01 edyousza 
JO $822x3 228e 2809 PLATA 


(6) (9) (a (9) (s) {z) () 


Z JOT 2884S 
6 ON @1Mpayos 
Tl ‘On ateg 
OC "ON 379QN4"a ANVdHOD HOISSIHSNYEL SVD VOL OTA 
9-99da "ON 139x900 


> + s 


*pesn plesk eSeasae s9qu22¢95 (9) 
*uy10J70 30 YUM UT Spucg peIeZ .¥, A371 730 219d Suzpueyeino a9 (es) 


“S00; WIEIQNS [e}QUeUTZ 12420 puw 9898;q 8191 20g Wesseau] rUINOS 19929 I [8A ‘Ss IDeWa]ddng K2ET19N WLQNg 8, <pooN ‘F220ds01g 90319330 :221n0g 


996T 2090920 02 166T 
Aawnose w01z 9uy2]2d20pen eFezsay 


Poyruwuts 30 2909 efereay 
0000+ 9961 *£ *230 1661 ef1-9 @anjueqeg *20r ‘maaeks #85 erqunjoa 
000°0y 9961 ‘St ‘Soy 9961 Z/t-9 — *939H 0454 *09 $89 eas, qunsy 
000°0s 9960 “St eune 986 oes @2nqueqeg "OD 889 [eIndeRg 01242204 

99°S r 000'Se 9961 ‘Et t3ady 9861 eit-$ *e8an sata “09 sustedzd uszsuccssq-veS;q2TH 
66° 000*o¢ $961 ‘6z ° $961 Sfi-y «= *9BaH 39294 00 $¥D [eInieg v29q120" 
eee 000°o¥ $961 ‘oz * $e6t vit-9 92nquaqeg 0D eusjedtd u20280q a1puequeg 
16° 000” so6t ‘e* O6ét ofi-¥ ainqueqed “201 ‘me1ks seg etqunjog 
99'9 08" 000‘ S961 ‘sz * 0661 e/t-¥ aanquaqeg 09 88D 109$ auc] 


20° 1L9°¢ 109"¢ 000*o¢ ¢ so6t ‘é 0661 wW/s-9 eanqueqeg "aul ‘eaieks 889 e1qun{oD 


(spvesnoy2) 
(eypiera e8ezeay Tepvusiejj10 Spaaccz4 DESEF a P?10330 918330 O10 PSYEGEU | CELT I T8819 Tanse] jo omen 
8, APO 2024p 380D-PIAIA Bry eld 20329330 10 qunosy @nss] JO CO} ieuts seq 
(9 *100) PIeTK AyyanisH 02 4131030 02 Tedyouzag 
30 $892"3 228" 1809 PIT 


(6) (1) (9) {s) 


Zz FO 7 2884S 
6 “OM @1Npaqos ARVEHDD ROISSIRSNYAL SYD WOISOTE 


ZL "On atea 
Of “OR asqnuxa 
9-99d8 ‘Om Jzx200 


961 S£ °220- 420) v0qss}esuw24-vl0180g sexel 
EI ‘Ss “Boy *4109 uopasyususzy 899 sexal 
61 ‘6 eur °OD aut] edd opsv0ssin-uelyqotH 
61 ‘tz *3d¥ *O} $8 2183919381 OpF10]09 
961 ‘91 ‘ore °4209 aujyT adja se [eqv90}qvossue2zE 
f96t “f£ ‘290 09 voTse]ususIL 899 sassauuaL 


Stee 
zt 
iio 
uw 
ra i 
Ww 


Ww 
m1 
iS 
mw 
zu 


+ 
” 


a3 
wwe 
ak 


& 


rd 


sow 
A BSA 


£961 "9z eunr °4209 uO]ss};wsue2, uleI8eg sexe] 
€961 ‘zz ‘uer ‘OD GOjsstesuel, sed 2essauvez 
z96t ‘It “3425 ‘09 uojsstesuer, sed aassauval 
7961 “ot eur *610D voyssyusues, 89D sexo, 
z961 “61 *ady 4209 aus] adja 85 [eaveujavossues, 


¢ 


SESS 


CANES FETE 


NSAR 2arsss 


828s 3 


ween new 
faeee Gad 


a 
~ 


yoenn 
Reana & 
wean 


7961 ‘or *2¢¥ ‘OD UOpssyesuezL s¥D aassauusy 
1961 ‘Iz ‘290 10D UO;Ss}usuRIL 87D s2esacueL 
1961 ‘Zz “AON 610) voyss|esuez, u201e8"] sexaL 
1961 ‘91 “AON Bd] 128Ty 30 ‘OD auztadsg se yeinaeK 
1961 ‘91 ever *09 2us7 edyg Uys0028}R-veSs4OTH 


a 


ur 
ta 
C4 i 
or 
i) 


KISS 


Pret t-) 
Anone 
Wena 


1961 ‘91 4tH ‘OD UOTSs}usuBIL 885 aasseuueL 
1961 ‘oz *34¥ 4209 aay] adzg sD [e2vauz uozsuesy 
1961 ‘61 "eer +6109 voyssyesuesl vieaseg sexel 
961 ‘e Aer 10D [ang 19Ayy tedyesieetH 
o96t ‘2 eure +09 aus] adya upsv028tA-ve81 42th 


C4 a 
er 
tr 
mw 
su" 


Se 


88883 38383 38888 82238 


2938 
Paiakakal 
g 


961 ‘12 *34¥ 8109 aus] adta se9 [82U2U; VODsUe22 
6S6t “6z 41°F +6109 aus] aga sed [eueusqvossuez1 

6s6t ‘e *ady +610) UOsss}usuesL u1e180q sexo, 
6561 ‘ez ‘ore +4109 2047 adfd sed [e202uj wossuelL 
8s6t ‘Oo *3des +410) vOyssyusuesl us0280g sexe, 


: 


z1° 
La 
1 
1° 
or" 


: 


nn 
Aas 


e560 ‘92 A10r eo;220y 30 ‘09 oustedza 89D [emnieN 
956 “IT Sie +03 8#D [P3n1eq B2aq3N0S 
561 “82 “eH 4109 austadyg sed [e.ueuz vO2sue2] 
as6l ‘ot “2d¥ *OD UVOTssTusurIL 8D sasseuve, 
S61 "61 “20K +610) UO;Ss}usuesL uie18eq sexel 


ry 


a 
or 
tt" 
1° 
1° 


g 


SRS: 


aSSas 


S561 “EL ‘20K +8109 [ang s29Ayy BédyssyssqK 
ts6t ‘tt ‘das 6109 uoyssyusuesy ui2280g sex9, 
ts61 ‘oz Auer ‘0D voyssjusuesl ¢e9 aassauvel 
{S61 "€t aur +09 aus] adja upsv02s;q-ve3;q27H 
ES6l “et *2¢¥ *d109 anuj] adyg sed [eiv2uz 002sue21 


1 
or 
a 92°9 
€z° tz'9 
zt to's 


ggaz 
RSS 


FOCKE FHase 
RSRRY RR 


” 
a 


is61 *9 ‘20H +410) vO}ss}usuesy v1298eq sexe, 
9561 ‘Or Aine +0} voyssyusueay $29 sassauval 
ss61 ‘9 ‘2¢¥ ‘oD UOTss}usueaL se aassauual 
yS61 ‘et ‘adas ‘OD vOyssyusursL $89 aassauusl 
€S61 “ST ‘2das +09 UO;Ss}usURIE $85 vassauUeL 


ot $o°s 

(9) 60° (9) 65" 

15° (9) 90° (9) 66°C 
99° Ww we 
us’ wr 266°9 


000) 
000) 
000 
000 
000 
000 
000 
000 
000 
000 
000) 
000 
000) 
000° 
000) 
000 
000 
000 


‘spuesnoya) 
Typista e¥eaeny Teyivszejs10 spa3303g P219370 9329730 9700 31 50 cern 
8, {pooH 1940 1809-PI21A 129m 28 3uy20330 1 qunowy 
(9 *109) PIeTA Ayyaniry 02 491102eH 02 yedsout2a 
JO ss22xg a1eg 1809 PLATA 


a 


(6) (9) @ (9) (s) () 


TS61_ 1 AQYANVE ZIHIS 
z7 30° 1 2994S SaIKVIWDD NOISSINSKVEL TV@LVR AS TVLId¥D AGN BOd 
OL "ON FINPaqrs SIILTENS 1690 WETL-INOT GALVE-8*E 40 SONIERII0 CINGISIITE 
C1 "om otez 
OC “ON 3141972 
9°99da “ON 139200 ANYEHOD MOISSIKSNYEL $ 


< , 


“Seg Perel ere epvog eFe82204 18272 YPnoqITe eg pares #2aniveqeg (p> 
“9961 UT ‘20] O220us, 02 peSusq> eury (2) 

*aonsey Aq otqeked sesuedxe 910309 (4) 

*2u320330 30 q00m Oy spocg perez ,,eeE, 4241310 33 1qQnd Sutpaersano up (e) 


*suosIPsFIqnd [epoueT}Z 19430 pus asedig $19]89q IewIseAUT [wUINCE 39929$ TVA ‘sUeWetddns La51}2n 2314qna 8, 4poon *3220d801g Buziejz3Q :e2Im0g 


9961 YIFH - ISét 
Azenvee wo1z Buzszsdsepon afezeay 


Sazoueusg 30 3909 eFezaay 
99's se’s 0000s 9960 “91 “0a 986t e/1-$ ‘oF. 20314 “6109 woysssesuesy ure3807 sexe] 
sos tes 000os 9960 ‘11 ‘oer 9861 e/t-s *o3.m 29234 °O} UOlestesurIL se sassauve] 
gts sz°s 00009 $961 ‘ot ‘ides $961 G/t-S (Pp) eanqueqeg (2) 09 vojestesces, se aesseuca2 
190°¢ 186'9 000°0S$ $961 ‘sz “Say 9861 Tesi-¥ *eBan wears °4109 9037 Od3g #89 [erU9Us DODsUeAL 


(spuesnoya) 
Tervesiej}10 «= Spaes0sd = 33d —s pO 1939330 8390 ESVELT): Sy SO LT ee eT | 
1809-praza 19m 28 8uy10330 1" qunosy OnSS] FO UO; aeUsTeeg 
(9 *109) plata Aryanaey 02 Kayan eH 02 Tedyouq2a 
30 seaxg 2204 3809 PIOTA 


(6) (a) (9) (s) (>) i(3) {z) q@ 


‘sé “1 AuvaNyr gels 


ROTSSINSNVEL SYD TYAALYR AG T¥ilav) Aa we 
‘SaTzTanogs 1930 


ANYEHOD NOISSIHSNVAL S¥D YOINO1E 
@ 3° 2 424s 
OT “OM @INpaqos 
ol ‘On afeg 
O€ “OM 25914za 
9-99du “OM 1ax300 


"9961 ‘Iz 1990290 50 Sy (e) 


*yquom yoee jo sXkepzig 2 242 203 8a931d Suzs0]2 eq) UO peseq aie SpleTA :830N 


*0301942 siuemaddngs pue 9961 TeNUFH A2F173N OF1GNd 8, ApOoH ‘sedanog 


waeses se 


~ 
“ 


9961 
$961 


4 

a 

on 
on 
wa 
an 
nn 
4 
vo 
na 
7 
ao 
4 
oa 
an 
an 
on 
“oO 
ao 
na 
~ 

5 


asege 


3 


el 
£961 
72961 
1961 
096t 


on 
an 


St 

si 

ae 
FHS - + 


SERES 
Aeeee 4 


“were 2H 


wares eH 


83333 
ZRRRS 
wwwws 
SARRE 
BERKS 
“ower Saal 
RAnss 
L2owe 


L2conanr 


co 
S33 
wrwewrs “ww7@07we ww 


ANN OO 
wtr9w82 


6S61 
S61 
£61 
9S61 
$S61 


3pein anipen 


HNMR AR 
tne 
ANA Ow 
wr9w9e 


ret Oo 
r39sn 


Fans Kaeeee sH 


=NONO 
wewes 


AAR N | 
w080e 


S922 Benes 
SINGR AGase 


AO na 
Rz2SRa SSRRR 


NFOBS CANN 


Rosas 
anew 
NOOMON 
nanan 
onwne 
anne 
A te 
aAouwno 
o2oanreo 
CORO 
wrowur 
nanan 


Fests 24 


4 


teeee se 


(s)e¢'s 1's 
19° ws'y 


9961 
$96t 


on 
na 
_ 
a8 
a) 
an 
TO 
a0 

Boar Ta 
eo 
an 


69°" is? 
we? st*y 
9S°9 es°y 
wL°¢ 9L°9 
cee os"¢ 


761 
£961 
7961 
1961 
0961 


non 


a 
&SSSR 


RRASA 
wer 2H 


OssaG Gaede 


eeganes 
S83sy 
www 
Re 
ones 
ied 
aSsan 
agaaoro 
Reem ee 
nzQaond 
RASS 


aces 
3 


96°9 
wy 
66°9 
te°9 
96°C 


6i°9 
z7°9 
96°4 
Wg 
76°C 


6S6T 
SSét 
tS6t 
9S6I 
$S61 


Kaeniqed = Xienuer o¥erany oped 49th 
Tenuuy 


wu 
an 


2 OO 
aSaSS 
Osten 
FABIO OF 
AAACN 
Ostet 
25883 
HOAMS 
om 
ao 

nag 
BSRSS 
Owers 
ewaowo 
Aare 
OOtss 
22253 
Aare 
OOesst 


Tequased Feqesson 3aqo190 Tequaidas yensny Xier 


i 
| 


SNOOLS Gawdadatd ACVAD WHIGIM GNY HOH ALITIIN D1T@Nd NO SOTAIA 2 


Il °ON #1Npayrs 
SU ‘ON oFeg 

OC "ON 24QF4xR 
9°99du “ON Lax900 


ANYdHOD NOISSIKSNYUL SYD VOINOTS 


? 


*sfujyusse 
Pars LEnuuw O96 euNf ‘puapyAyp eFe22Av 1232enb puodes puv 22514 afez0n8 2221nb puczas 


*s8ujurve [enuuy jo 3u92 12d se spuapzalp Tenuuy 

"OH >JA19S 1038000] 8, kpoowW 

‘kq pends pur pa2icde2 se steyzasnpul SZ1 %,£pooy Jo eBerear pargSzan Aa4nba yoog 
s8ujuies pue spueprarp Pazs[enuue 29322eNb yQIN0J *ad73d yoq20mu eBeI29A" 1931eNb y2inog = :2j0N 


“9961 LPMUPK TeFIIENpUT 8, fpooH *-oUT ‘adzAIas 10389AUT $,fpooH :292IN0$ 


et" ot'st 1$°94z FA 9961 
19°UtT So°Sit z6°e 92°81 16"e6z $961 
*1°t01 6L°L01 86°L 96°ST te°692 
z1'86 z$*0ot o¢*e $'o1 $9°zez 
9L°t6 12'S6 zs°9 00°Et Ot'eet 
92°06 Te'16 €2°9 99°11 9S°21z 
0g'98 ot'ee z0°9 0L"6 Z0°0L1 
86°78 16°48 96°S 0L'6 99°061 
S'6L so'1e so°s oL’ot et‘OLt 
o1'se to’et 68°s 06°6 60'zet 
92°08 91'ze rts ee°s sett Ze°e41 
10°99 § ge'e9 § 10's $ iss $ oot § ottet $ 


D¥eaeay pug ies, 7® ofiee “Sahaeinang SY Spueprata S¥ajuied 395724 Doyaysynboy jo swan 
@2PyS 13g qnoekeg Aaynbg yoog pug 1”34 uy esP215u] Teauuy yenuuy aBezaay 
Ayynba puaprara 29228) Yay 
yoo" 


TAVUS SLISOGHOO W3d ALINOT OOM GNV SONZGIAIG “SONINUVA ‘Sa01ud 


STVIELSNGNI $21 S,AGOOH 


AXYdHOO NOISSIKSNYEL SYD VOISOTI 


ZU ‘ON @Inpayss 
91 ON a8eg 

O€ “ON 2IQTYXZ 
%°99d" "ON 171900 


"ZI BINpayog uo (8) pue w@ sumn{o> uy @nqteA 400q o8e20A0 pus pus xvak 
0] pazeter exe Aqynbe y00q pue zea uy eseerDUy pus SpuaPzATP ‘s8uzLIVe edzId BBersAe 19QI1Nb 4IINOZ ON 


"9961 ‘TenueH TeTzIsNpuy s,hpoo ‘sour faozA19g aoyssAuT 8,hpoo 7392Ndg 


49°127 “eere LEZ °9T ade12ay 


218°197 %62°04 etre 9°91 ze°ST 16'862 $961 
“%L°9S7 49S°9E €e°st 18°9T £€°697 96T 
“U'LEZ 266°1C €é°9t 8t°4I $9°Ztz £961 
%9°661 49S °97 ig°tt gs°eT oO’ éet 7961 
“£S°SEZ “9S "sz 6i°9 06°21 89°21 9S°Z1z 1961 
£6°S61 4£6°22 6i°9 Stitt 46°01 ZO*OLT 0961 
%8°62Z 469°61 zoe 69°TI zit 99°06T 6561 
42917 £99°ST £6°9 S?°tl Oz‘eT 8€°OLT 8561 
26°SLT E71 sstd BI°el 69°21 60°ZET L561 
%L°602 “£Lz°s Sts oC *oT £e°St ze°eot 9S6T 
“8°17 st’s $ eset $ 6°91 9U'tyl $ SS6I 


{t) (9) (%) (€) (z) () 
anTeA 400E “Kyynba- pug 1e94 BFereay «pug ea, deotsd Toya Fs ENDoy 
aBeisay JO OOS pug 123, @2eYs enyeA HOOg aBersay jo 1eaR 
aad jo % SV OO1g§ 29d aaqiaend yy 
BdJag oBPrsAy spuepyayg [Tenuuy 
———~¥kiaynbg yoog daeys ONTeA 400"g 
pug 1e94 uy OOT$ 12d 
aseaioul eAyie[Nung s8uyuieg [enuuy 


S961 - SS6T 
ZEVHS AMNIVA X00d INVISNOD OOT 
SONINUVa GaNIVIaa 9 SONAGIALG “SONINUVA “Sd01Ud 
£1 “ON FINpeyos SIVIMISMONT $ZT S$, AGOOH 
L1 °ON e8eg 
OC ON 21974%a 
9-99du “ON 11900 ANYdHOO NOISSIHSHVEL SYD VdL¥OT4 


DOCKET NO. RP66-4 
Exhibit No. 30 
Page No. 18 
Schedule No. 14 


FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S 125 INDUSTRIALS a/ 
EARNINGS & DIVIDENDS TO FOURTH QUARTER PRICES — 


Year of Earnings-Price Dividend-Price 
Acquisition Ratio Ratio 
(1) (2) 
1955 8.227% 3.95% 
1956 7.77% 3.99% 
1957 7.49% 4.467 
1958 6. 28% 3.32% 
1959 5.09% 3.13% 
1960 5.71% 3.547, 
1961 5.48% 2.93% 
1962 6.95% 3.487, 
1963 6.21% 3.14% 
1964 5.92% 2.96% 
1965 6.11% 2.98% 


1966 2/ 6.55% 3.32% 


Source: Computed from data reported in Moody's Investor Service, 
Inc., Moody's Industrial Manual, 1966. 


Earnings and dividends are related to average fourth quarter 
price, as on Schedule 12. 

Second quarter average price and dividend and June, 1966 
annualized earnings. 
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FLORIDA GAS TRANSMISSION COMPANY 


eee 


MOODY'S 125 INDUSTRIALS 
INVESTOR EXPERIENCE WITH COMMON STOCKS 
1965 EARNINGS TO FOURTH QUARTER PRICES 


IN YEAR OF ACQUISITION 
Ratio of 
Per Share Per Share 1965 Earnings 
Years of Acquisition Earnings to Acquisition 
Acquisition Price in 1965 Price 

1955 $ 141.14 $ 18.26 12.947 
1956 147.32 18.26 12.39% 
1957 132.09 18.26 13.82% 
1958 170.38 18.26 10.72% 
1959 190.66 18.26 9.58% 
1960 170.02 18.26 -74% 
1961 212.56 -59% 
1962 187.10 - 76% 
1963 232.65 -85% 
1964 269.37 6.78% 
1965 298.91 _6.11% 
7 Average Annual Earnings on Price 9.93% 


Annual Percent Earnings on Price Weighted by Years af 11.11% 


EEE 


Source: Computed from data reported by Moody's Investor Service, | 
» Inc., Moody's Industrial Manual, 1966. 


a/ Weighted by the number of years from year of purchase--1955 
weighted as 11, 1956 as 10, and so on, with 1965 weighted as 
1. 
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FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S 125 INDUSTRIALS 
INVESTOR EXPERIENCE WITH COMMON STOCKS 


1965 DIVIDENDS TO FOURTH QUARTER PRICES 
IN_YEAR OF ACQUISITION 


Ratio to 

Per Share Per Share 1965 Dividends 

Year of Acquisition Dividends to Acquisition 
Acquisition Price in_1965 Price 
1955 $ 141.14 $ 8.92 6.32% 
1956 147.32 ° 6.05% 
1957 132.09 6.75% 
1958 170.38 5.24% 
1959 190. 66 4. 68% 
1960 170.02 . 5.25% 
1961 212.56 : 4.20% 
1962 187.10 2 4.77% 
1963 232.65 3.83% 
1964 269.37 3.31% 

1965 298.91 


Average Annual Dividends on Price 


Annual Percent Dividends on Price Weighted by Years a/ 


Source: Computed from data reported by Moody's Investor Service, Inc., 
Moody's Industrial Manual, 1966. “ 


a/ Weighted by the number of years from year of purchase--1955 weighted 
as 11, 1956 as 10, and so on, with 1965 weighted as 1. 


136 


*{g vanto2) play saeah 30 aeqanu ey] fq feation B 
*(y) ummyjoo us 22h pezvo;puy BupAoq 103 s1v2X eyy 103 (¢) pur (Zz) sUMMICD JO MS a 
“pred puspzarp tenzoy /© 


"9961 ‘Lenue_ [e}23SNpul s,kpooy ‘* our ‘a>FAIag 10392AUT s,f4pom :302N0S 
pe a 


quawisaauy uo suinjsy [enuuy eSe2eAy P22ysseK 
quew}seAuy UO UIN}Zey [eNUUY eFIzAy 


B 

$961 9S "6% 16'862 $961 

21°91 z0°SE S961 - 7961 z0°et 7961 zL°9€ L€°69% 9961 
wert zy S961 - £961 77°78 £961 Ss°s? $9°ZEz €961 
10°92 66°24 S961 - 76t 6°%ET 7961 i (99'sz) or'ést 7961 
29°ET 86°82 S961 - 1961 96°S1T 1961 H 99°77 9S°Z1z 1961 
ay 61 16°ZE $961 - 0961 ss°991 oer (79°02) zo"oLt O61 
acl 66°92 S961 - 6561 96°691 6S61 i 87° 0% 99° 061 656 
18°91 SU'sz S961 - 8S6I co'ott esét 6z°8t se "ol eset 
‘48°02 zwsrkz $96T - £561 L0°02Z ts6t 4 {€z"st) 60°ZET ts6t 
16°ST zH°tz S96T - 9S61 SL°olz 9S6l ii sto zereel 9s6t 


48°Sl tz°zz $ or S961 - SS6I 9£°22z $ ss6t 9I'i7t $ $s6l 


@ “199 #8 *T99) (199 # ¢ *19D) PIOH $2F9A  PLPH POFIed 


A Junouy juow)ssAuy 1 Poayooey (@ae21900) 
ques324 qunowy Poyied JuswpseAul jo 282, spueprara asearoulL yo 189K 
Dinjoy penuuy esereay S961 3° pUa DoFad 194IeH J9IIEND YI} oseIIAy 

Ae yuemjssAUT JO en BA 

uy (9882290Q) 28P222U, 


Goad SSVHOSNd) INAHISAANI IVILINI 40 INAR2d SY 
SONSOIAIG 9 NOLLYIOgadd¥ LOXUVH ‘TVANNY ZOVEZAY 
SNOOIS NOHHOD HLIM ZONaINZdXa YOISZANI 
STVI¥ISNMONI SZI S, ACOH 


————————— 


EN¥adWOD NOLSSIKSNVEL SVD YOL¥OT4 


LU ‘ON eInpayds 
12 ‘ON Beg 

Oc “ON 27954%a 
9-99au ‘ON Lz1900 


*3qep w107~71048 puw aveX UT ENP IqQeP SepnoUy UOT EZTIeI};deD {suo;IONpep 


SWCOUF SNOSUBT [99ST 1033 ST SWODUT BBOID fuo}ZIONI7SU0D 03 Pe8rBYyd 3891970} PUP SWODUy 20430 OpNyoUy SenUeAsY [BIOL 1270N 


*892BIS PSIFUN OY? UF SOFITTFIN 9F2992TTZ pouag ATeIWwATAG JO 897ISTIVIS UT UOTES;UMOD 190M0g {PIepeg 949 Aq peji0dea B3Rq wOIZ PoIndmog :eo1N0S 


eé't 

z°T 

€2°T 

zL'T 

LT 

.7 oa § 

9L°T 

det 

eL*T 

Le°T 
as (25) 
*$ 199 3 € 19D 


+ % 10D) 103084 
uoz azsog Aqpnbg 


ST ‘ON e@TNpayos 
ZZ ‘ON Beg 

Of ON IFQBYXa 
4-99a8 ‘ON Lax000 


16°2E 
xeree 
1L°9€ 
12°9€ 
16°SE 
us°se 
“erst 
29°Se 
20°9¢ 
2E'9E 
“oFaea AI7Nba 


UOMMOD 11 P2940 


29°9T 29°S9 262°2T notre oe" “t°ed 9961 
“2L°eT 2t'99 LLE°1T 2s8°9 61€° 29°82 €96T 
“9°ET 297°t9 29° IT 292°9 9te’ 29°@e 2961 
“I°€T 42°29 207° 11 2IS°9 60€° 26°S8t 196T 
“TET 9°29 “IE Ul 205°9 60€° 26°82 
20°€T 49°29 REZ 11 209°9 £0€° “1°62 
26°21 “1°29 470° TT 282°9 z0€* 42°62 
“L°2T %2'°€9 %20°1T E79 ote 16°62 
48°21 22°99 42011 %E2'9 tte° “1°08 
46°21 2t°99 200'TT 402'9 ole’ 10°08 


sanusaey euoouy Xyynbz 409s Woy aezy ASAOUINE OyIey 
18201 8s015 u0TE~OD -18azdep [eIOL reazdep asuedxg I1V¥ 
aSeraay 


% wanjsy Az;nbg vuowmoD S¥eisAy ug uinjoy 


7961 02 SS6T 
Nafiga 40 aLVa GN¥ HOLOVA NOILISOd ALIN 
SHILITIIN OF8loaTa @ F ¥ SSVID 


ANYdHOD NOISSIHSNYHL SYD 


DOCKET NO. RP66-4 
Exhibit No. 30 
Page No. 23 
Schedule No. 19 


FLORIDA GAS TRANSMISSION COMPANY 


FREQUENCY DISTRIBUTION OF RATES OF RETURN 


EARNED BY ELECTRIC UTILITY COMPANIES 


1961 - 1963 1962 - 1964 1964 
Class Limits Number of Instances 


Less than 3.00% 
3.997%, 
4.997, 
5.49% 
5.99% 
6.247 
6.49% 
6.74% 
6.99% 
7.24% 
7.497, 
7.747 
7.99% 
8.247 
8.49% 
8.99% 
9.49% 
9.99% 

10.00% or more 


Total 


Arithmetic Mean 
(a 
Ist Quartile al 
Median 2 

3rd Quartile?/ 


Source: Federal Power Commission: Statistics of Privately Owned Electric 
Utilities 


a/ Computed mathematically 
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Page No. 24 
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FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S 24 ELECTRIC UTILITIES 


Baltimore Gas & Electric Company 

Boston Edison Company 

Carolina Power & Light Company 

Central Hudson Gas & Electric Corporation 
Central Maine Power Company 

Cincinnati Gas & Electric Company 
Cleveland Electric Illuminating Company 
Commonwealth Edison Company 

Connecticut Light & Power Company 
Consolidated Edison Company of New York, Inc. 
Dayton Power & Light Company 

Delmarva Power & Light Company 

Detroit Edison Company 

Florida Power Corporation 

Houston Lighting & Power Company 

Idaho Power Company 

Indianapolis Power & Light Company 
Pacific Gas & Electric Company 
Pennsylvania Power & Light Company 
Philadelphia Electric Company 

Public Service Company of Colorado 
Southern California Edison Company 
Tampa Electric Company 


Utah Power & Light Company 
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DOCKET NO. RP66-4 
Exhibit No. 30 
Page No. 27 
Schedule No. 23 


FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S TWENTY - FOUR ELECTRIC UTILITIES 
EARNINGS AND DIVIDENDS TO FOURTH QUARTER PRICES 


Earnings Price Dividend Price 
Year of Acquisition Ratio Ratio 


1955 6.52% 4.597% 
1956 6.887 4.85% 
1957 7.00% 5.03% 
1958 5.747, 4.00% 
1959 5.837 4.037 
1960 5.647% 3.71% 
1961 4.29% 2.827 
1962 5.44%, 3.32% 
1963 4.90% 3.26% 
1964 4.697% 3.08% 
1965 5.09% 3.43% 


1966 2/ 5.91% 3.97% 


Source: Computed from data reported in Moody's Investor Service, Inc. 
Moody's Public Utility Manual 1966 


Note: Earnings and Dividends related to average fourth quarter market 
price shown on Schedule 21. 


al, Average second quarter market price and dividends and June 1966 annualized 
earnings. 
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FLORIDA GAS TRANSMISSION COMPANY 
RUN SL ORTANT 


MOODY'S TWENTY - FOUR ELECTRIC UTILITIES 
INVESTOR EXPERIENCE WITH COMMON STOCKS 


1965 EARNINGS TO 4TH QUARTER PRICES IN YEAR OF ACQUISITION 


Ratio Of 
Per Share Per Share 1965 Earnings 
Acquisition Earnings to Acquisition 


Year of Acquisition Price in 1965 Price 
1955 $ 49.26 $ 5.92 12.02% 


1956 48.71 5.92 12.15% 
1957 48.70 5.92 12.16% 
1958 63.21 5.92 9.37% 
1959 65.55 5.92 9.03% 
1960 73.11 5.92 8.10% 
1961 101.00 $.92 5.86% 
1962 91.99 5.92 6.44 
1963 101.89 5.92 5.81% 
1964 115.42 5.92 5.13% 
1965 116.36 5.92 _ 5.09% 
Average annual earnings on price 8.29% 


Average annual earnings on price 
weighted by years. 2 9.66% 


Source: Computed from data reported by Moody's Investor Service, Inc. 
Moody's Public Utility Manual 1966 


a/ Weighted by number of years from year of purchase. 
1955 weighted as 11, 1956 as 10 and so on with 1965 weighted as 1. 
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FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S TWENTY - FOUR ELECTRIC UTILITIES 
INVESTOR EXPERIENCE WITH COMMON STOCKS 


eo ee 
1965 DIVIDENDS TO 4TH QUARTER PRICES IN YEAR OF ACQUISITION 


Ratio Of 
Per Share Per Share 1965 Dividends 
Acquisition Dividend to Acquisition 
» Year of Acquisition Price in_1965 Price 
1955 $ 49.26 $ 3.99 8.10% 
1956 48.71 3.99 8.197 
1957 48.70 3.99 8.197 
1958 63.21 6.31% 
1959 65.55 6.09% 
1960 73.11 5.46% 
1961 101.00 : 3.95% 
1962 91.99 4.347 
1963 101.89 3.927% 
1964 115.42 : 3.467 
1965 116.36 3.43% 
Average annual dividends on price 5.59% 
Average annual dividends on price 


weighted by years. — 6.51% 


Source: Computed from data reported by Moody's Investor Service, Inc. 
Moody's Public Utility Manual 1966 


a/ Weighted from year of purchase; 1955 weighted as 11, 1956 as 10 
and so on with 1965 weighted as 1. 
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FLORIDA GAS TRANSMISSION COMPANY 


AMERICAN TELEPHONE & 'H_ COMPANY (CONSOLIDATED) 
EARNINGS AND DIVIDENDS TO FOURTH QUARTER PRICES 


(1) (2) 
Earnings= 
° Price Dividends 


Year of Acquisition Ratio Price Ratio 
1955 7.29% 5.01% 


1956 7.80 5.3% 
1957 7.83 5.41 
1958 7.01 4.50 
1959 6.70 4.24 
1960 5.87 3.50 
1961 2.79 
1962 3.21 
1963 2.67 
1964 2.95 
1965 3.44 


Source: Computed from data in Schedule 27. 
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FLORIDA GAS TRANSMISSION COMPANY 


AMERICAN TELEPHONE & TELEGRAPH COMPANY (CONSOLIDATED) 
INVESTOR EXPERIENCE WITH COMMON STOCK 


1965 EARNINGS TO 4TH QUARTER PRICES IN YEAR OF ACQUISITION 


Ratio o= 
Per Share Per Share 1965 Earnings 
Acquisition Earnings to Acquisition 
Years of Acquisition Price in 1965 Price 
1955 29.92 $ 3.41 11.402% 
1956 28.09 3.41 12.14 
1957 27.71 3.41 12.31 
1958 33.36 3.41 10.22 
1959 38.93 3.41 8.76 
1960 47.21 3.41 7.22 
1961 64.42 3.41 5.29 
1962 56.02 3.41 6.09 
1963 67.33 3.41 5.06 
1964 67.81 3.41 5.03 
1965 64.02 3.41 5.33 
Average annual earnings on price 8.087, 
Average annual earnings on price weighted by years a/ 
Source: Schedule 27 
a/ Weighted by the number of years from year of purchase: 


1955 weighted as 11, 1956 as 10 and so on with 1965 
weighted as 1. 
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FLORIDA GAS TRANSMISSION COMPANY 


AMERICAN TELEPHONE & TELEGRAPH COMPANY (CONSOLIDATED) 
INVESTOR EXPERIENCE WITH COMMON STOCKS 
1965 DIVIDENDS TO 4TH QUARTER PRICES IN YEAR OF ACQUISITION 


(1) (2) (3) 
Ratio of 
Per Share Per Share 1965 Dividends 
Acquisition Dividend te Acquisition 

Years of Acquisition Price in_1965 Price 

1955 29592 $ 2.20 7.35% 

1956 23.09 2.20 7.83 

1957 27.71 2.20 

1958 33.36 2.20 

1959 38.93 2.20 

1960 47.21 2.20 

1961 64.42 2.20 

1962 56.02 2.20 

1963 67.33 2.20 

1964 67.81 2.20 

1965 64.02 2.20 
Average annual dividends on price 
Average annual dividends on price weighted by years a/ 

Source: Schedule 27 

a/ Weighted by number of years from year of purchase: 


1955 weighted as 11, 1956 as 10 and so on with 1965 
weighted as l. 
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FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S TEN NATURAL GAS DISTRIBUTION COMPANIES 


Atlanta Gas Light Company 
Brooklyn Union Gas Company 

Gas Service Company 

Indiana Gas & Water Company, Inc. 
Laclede Gas Company 

Minneapolis Gas Company 

Mountain Fuel Supply Company 
Northern Illinois Gas Company 
South Jersey Gas Company 


Washington Gas Light Company 
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FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S 10 NATURAL GAS DISTRIBUTION COMPANIES 
EARNINGS AND DIVIDENDS TO FOURTH QUARTER PRICES 


Earnings- Dividend Dividend 
Price Price Pay-Out 


Year of Acquisition Ratio Ratio Ratio 


1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 


qQ) (2) (3) 
6.86 4.77 69.6 
7.80 ° 65.6 

-54 “ 67.6 

-32 67.4 

-38 65.2 

-09 64.9 

-38 

-49 

-99 

-10 


-82 


2nd Quarter 


1966 


64 


Source: Schedule 35 
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FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S 10 NATURAL GAS DISTRIBUTION COMPANIES 
INVESTOR EXPERIENCE WITH COMMON STOCK 


——————— eee tC 
1965 EARNINGS TO 4TH QUARTER PRICES IN 
YEAR OF ACQUISITION 


Ratio Of | 


Per Share Per Share 1965 Earnings 
Years of Acquisition To Acquisition 


Acquisition Price Price ses. 
a meee @) 
(Col. 2 = Col. 1) 
1955 $ 23.48 13.67 % 
1956 23.46 13.68 
1957 20.97 15.31 
1958 30.06 10.68 
1959 32.93 
1960 37.95 
1961 54.60 
1962 48.24 
1963 55.14 
1964 57.86 


1965 55.20 3.21 
Average annual earnings on price 
Average annual earnings on price 


weighted by years. 2/ 


Source: Schedule 35 


a/ Weighted by the number of years from year of purchase: 
1955 weighted as 11, 1956 as 10 and so on, with 
1965 weighted as 1. 
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FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S 10 NATURAL GAS DISTRIBUTION COMPANIES 
INVESTOR EXPERIENCE WITH COMMON STOCKS 
N 


XEAR_OF ACQUISITION 


Ratio of 
Per Share Per Share 1965 Dividends 
Years of Acquisition Dividend To Acquisition 
Acquisition Price In_1965 Price 
(1) (2) (3) 
(Col.2 = Col.1) 


$ 23.48 $ 2.06 8.77 % 
23.46 
20.97 
30.06 
32.93 
37.95 
54.60 
48.24 
55.14 
57.86 


55.20 


Average annual dividends on price- 


Average annual dividends on price 
weighted by years. 2/ 


Source: Schedule 35. 
a/ Weighted by the number of years from year of purchase: 


1955 weighted as 11, 1956 weighted as 10 and so on, 
with 1965 weighted as 1. 
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Exhibit No. 30 
Page No. 50 
Schedule No. 46 


FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S TEN NATURAL GAS TRANSMISSION COMPANIES 


Colorado Interstate Gas Company 

El Paso Natural Gas Company 
Mississippi River Corporation 

Northern Natural Gas Company 

Panhandle Eastern Pipe Line Company 
Southern Natural Gas Company 

Tenneco Inc. 

Texas Eastern Transmission Corporation 
Texas Gas Transmission Corporation 


Transcontinental Gas Pipe Line Corporation 
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DOCKET NO, RP66-4 
Exhibit No. 30 
Page No. 53 
Schedule No. 49 


FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S TEN NATURAL GAS TRANSMISSION COMPANTES 
EARNINGS AND DIVIDENDS TO FOURTH QUARTER PRICES 


Year Earnings Dividend Dividend 
of Price Price Pay-Out 
Acquisition Ratio Ratio Ratio 
1955 6.87% 4.31% 62.77% 
1956 7.22 4.54 62.8 
1957 8.18 5.11 62.5 
1958 5.74 4.02 70.0 
1959 6.17 “ 72.0 
1960 6.35 73.4 
1961 5.77 75.1 
1962 6.95 - 60.9 
1963 6.33 69.0 
1964 6.22 : 63.4 
1965 6.80 63.7 


* 2nd Quarter 1966 7.52 5 63.4 


Source: Schedule 47. 
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DOCKET NO. RP66-4 
Exhibit No. 30 
Page No. 56 
Schedule No. 52 


FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S TEN NATURAL GAS TRANSMISSION COMPANIES 
INVESTOR EXPERIENCE WITH COMMON STOCK 
NGS GTH QUARTER PRICE IN YEAR OF ACQUISITION 


(1) (2) (3) 
Per Share Per Share 1965 Earnings 
Year of Acquisition Earnings To Acquisitio 
Acquisition Price in_ 1965 Price 


1955 $37.85 $ 4.11 10. 86% 
1956 39. 4.11 10.31 
1957 36. ell 11.17 
1958 49. =k 

1959 44. ara 

1960 47. «ll 

1961 52. «ll 

1962 45. «ll 

1963 $2. ell 

1964 59.4 ell 


1965 60. oat 


Average Annual Earnings on Prices 


a/ 


Weighted Average Annual Earnings on Prices = 


a/ Weighted by the number of years from year of purchase: 
1955 weighted as 11, 1956 as 10 and so on with 1965 
weighted as 1. 


Source: Schedule 47 
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DOCKET NO. RP66-4 
Exhibit No. 30 
Page No. 58 
Schedule No. 54 


FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S TEN NATURAL GAS TRANSMISSION COMPANIES 
INVESTOR EXPERIENCE WITH COMMON STOCK 


1965 DIVIDENDS TO 4th QUARTER PRICES IN YEAR OF ACQUISITION 


(1) (2) (3) 
Per Share Per Share 1965 Dividend 

Year of Acquisition Dividend to Acquisition 
Acquisition Price in 1965 Price 

1955 $ 37.85 $ 2.62 6.92% 

1956 39.88 6.57 

1957 36.79 7.12 

1958 49.30 

1959 44.57 

1960 47.90 

1961 $2.85 

1962 45.62 

1963 $2.45 

1964 59.28 

1965 60.48 
Average Annual Dividend on Price 


Weighted Average Annual Dividend on Price a/ 


Source: Schedule 47 


a/ Weighted by the number of years from year of purchase: 1955 weighted 
as 11, 1956 as 10 and so on with 1965 weighted as 1. 
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FLORIDA GAS TRANSMISSION COMPANY 


INDEX NUMBERS OF YEAR-END PRICES FOR A CONSTANT BOOK VALUE 
COMMON SHARE OF FOUR COMPARATIVE INDUSTRY GROUPS 
1959 = 100 ere 


Year-End 
Price per 
Book Value Market Constant Index 
per Share Price Size Share 1959 = 100 


125 Industrial Companies 


1955 $ 141.14 
1956 147.32 
1957 132.09 
1958 170.38 
1959 190.66 


1960 170.02 
1961 212.56 
1962 187.10 
1963 232.65 
1964 269.37 


1965 298.91 


24 Electric Utilities 


1955 49.35 
1956 48.96 
1957 50.30 
1958 66. 37 
1959 65.77 


1960 76.82 
1961 99.32 
1962 96.49 
1963 102.31 
1964 115.54 


1965 114.86 
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FLORIDA GAS TRANSMISSION COMPANY 


eS ee 


INDEX NUMBERS OF YEAR-END PRICES FOR A CONSTANT BOOK VALUE 
COMMON SHARE OF FOUR COMPARATIVE INDUSTRY GROUPS 
1959 = 100 


Year-End 


Price per 
Book Value Market Constant Index 
per Share_ Price Size Share 1959 = 100 


10 Natural Gas 
Distribution Companies 


1955 
1956 
1957 
1958 
1959 


1960 
1961 
1962 
1963 
1964 


1965 


10 Natural Gas 
Transmission Companies 


1955 
1956 
1957 
1958 
1959 


1960 
1961 
1962 
1963 
1964 


1965 


Moody's Public Utility Manual and Standard and Poor's Stock Guide. 
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FLORIDA GAS TRANSMISSION COMPANY 
RATE OF RETURN 


Florida Gas Company (hereafter referred to as Parent) and Florida 
Gas Transmission Company (hereafter referred to as Company) are successor 
companies to The Houston Corporation and to Houston Texas Gas and Oil 
Corporation and Coastal Transmission Corporation. Approval of the merger of 
Coastal Transmission Company into the Company with the latter as the surviving | 
company was granted by the Federal Power Commission in an order issued 
Au just 3, 1962, in Docket No. CP62-232. 


The June 30, 1966 capitalization of the Company consists almost 
precisely of 60% and 407. common equity (see Statement F(2)). On this basis, 
»a rate of return of 6.50% will yield a rate of return on common equity of 
only 7.15% (see Statement F(2)). 


Tne June 30, 1966 capitalization ratios of Parent and subsidiaries 
(hereinafter referred -to as the Consolidated Group) on a consolidated basis 
are: 


Long Term Debt 63.80% 
Common Stock Equity 30.147, 
Preferred Stock Equity 6.067, 

100.007, 


The details of the debt capital of the Consolidated Group are 
shown on Statement F(3), page 1 of 5. The issue applicable t» Parent alone 
is the 5% subordinated debentures due in 1968. 

i. 

The 5% subordinated debentures were issued in August, 1958 in 
the form of units consisting of five shares of common stock and $100 
principal amount of 5% debentures. In the prior rate case, Docket Nos. R°61-3 
et al, there was controversy over the question of how the discount, 
underwriters’ fees, and issuance expenses attributable to the sale of these 
units ought be divided as between the debentures and the common stock. The 
Company took the position that a substantial discount was incurred in connec- 
tion with the issuance of the debentures and calculated the cost of this 

,debenture capital at 9.532. 


The books of the Parent throughout the entire period from the 
date of issuance to the present have been kept in a manner entirely consistent ' 
with 9.53% as the cost of this capital. During the portion of this period up 
to September 30, 1961, the Parent distributed to its subsidiaries a portion 
of the amortization of this debt discount and expense. In an Examiner's 


> 
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Rate of Return (continued) 


decision in Docket No. G-18338 et al 1/, issued March 1, 1961, the following 
requirement appeared (mimeo copy, page 79): 


"(v) Coastal and Houston Texas, respectively, 
shall remove from their books of account charges 
recorded thereon representing debt discount 

and expense incurred by The Houston Corporation, 
and neither Coastal nor Houston shall in the 
future carry such charges on their books of 
account." 


Coastal and Houston Texas (predecessors of the Company) responded 
to this requirement by reversing the entries made upon the books relative to 
these items of debt discount and expense. This was done by entries effective .. 
as of September 30, 1961 2/. Accordingly, only the Parent's books reflect 
the debt discount and expense and the amortization thereof related to the 5% 
subordinated debentures issued in 1958. As is shown by Statement F(3), page 4, 
the books of the Parent continue to reflect the 9.53% cost of these 5% 
subordinated debentures and thus contribute to the fact that the cost of debt 
for the Consolidated Group is 6.73% (see Schedule F(3), page 1). Obviously, 
the return on consolidated common equity will be less than the Company's 
return on common equity if the overall rate of return is the same. (compare 
Statement F(2), pages l and 2.) 


In addition to furnishing the data required in the various 
F Statements as related to the Company and the Consolidated Group, additional 
material relating to the earnings of other gas transmission companies has also 
been assembled and is submitted herewith in Schedule F (5)-3. 


1/ Adopted in pertinent part by the Commission on August 9, 1961. 


2/ Copies of these entries were submitted to the Commission's Division 
of Accounting and Finance on June 7, 1962. 
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FLORIDA GAS TRANSMISSION COMPANY 
RETURN ON COMMON STOCK EQUITY RESULTING FROM 
AN OVERALL RATE OF RETURN OF 6.507 


12 Months Ended June 30, 1966 


Description aa Percent 


Capitalization 
Long-Term Debt as of June 30, 1966 $ 93,383,000 (a) 


3/4 of Retirement During Year 5,202,000 
Total Long-Term Debt $ 98,585,000 
Common Stock Equity as of June 30, 1966 _65,098,802 


Total Capitalization $163,683, 802 


Cost of Capital 
Overall Return at 6.507% $ 10,345,120 
Cost of Long-Term Debt 5,688,355 (b) 


Balance for Common Stock Equity $ 4,656,765 


Amount per Statement F(3), Page 2, as of June 30, 1966, 
excluding amounts due within one year $ 86,477,000 


Add - Amount per Statement F(3), Page 3 for 
Long-Term Debt due within one year 6,936,000 


$_93,383,000 | 


(b) Amount calculated by multiplying total long-term debt 
of $98,585,000 x 5.77% 
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FLORIDA GAS TRANSMISSION COMPANY 
RETURN ON COMMON STOCK EQUITY OF 
FLORIDA GAS COMPANY (PARENT), CONSOLIDATED 2/ 
RESULTING FROM AN OVERALL RATE OF RETURN OF 6.50% 


Description Amount Percent 
(1) (2) (3) 


Capitalization as of June 30, 1966 


Long-Term Debt $ 126,388,800 b/ 


Preferred Stock Equity 12,000,000 


Common Stock Equity 59,715,012 


Total Capitalization $_198,103,812 


Cost of Capital as of June 30, 1966 


Overall Return at 6.50% $ 12,876,748 
Cost of Preferred Stock 667,200 
Cost of Long Term Debt 8,813,137 


Balance for Common Stock 
Equity $ _ 3,396,411 


Florida Gas Company (parent), and subsidiaries other than 
Company, are engaged in operations not subject to the 
jurisdiction of the Federal Power Commission. The cal- 
culations above are, therefore, only illustrative of the 
earnings on common equity which would result in the case 
of a fully regulated company having capitalization ratios 
and debt costs similar to those of Florida Gas" Company 
consolidated. 


Excludes $7,464,000 maturing within one year. 
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FLORIDA GAS TRANSMISSION COMPANY 


DEBT CAPITAL - JUNE 30, 1966 
ANNUAL SINKING FUND REQUIREMENTS & DEBT RETIREMENTS 


Sinking Fund Requirements Retirement of 

12 Months First Mortgage Pipeline Bonds 5-3/4% Interim 

Ended 3-1/2 Series Ss 3at Series Subordinated 
June _ 30 Due_1979 (a) Due_ 1982 (b) Note Total 
qd) (2) (3) (4) (5) 


1967 $ 3,0 
1968 6,0 
1969 6,0 


3,000 425,000 $ 1,060,000 (c) $ 4,528,000 
6,000 850,000 === 6,936,000 
6,000 850,000 6,936,000: 


1970 
1971 


6,086,000 850,000 ? 6,936,000: 
6,0 
1972 6,0 
6,0 
6,0 


6 

6,000 850,000 6,936,000 

6,000 850,000 6,936,000: 
1973 6 
1974 6 


»000 850 ,000 6,936,000 
,000 850,000 6,936,000; 


4: 
8 
8 
08 
8 
8 
8 
8 


1975 
1976 


6,086,000 850 ,000 6,936,000, 
6,08 
1977 6,08 
6,08 
6,0 


6, 

6,000 850,000 6,936,000 
6,000 850,000 6,936,000 
6,000 850,000 6,936,000; 
186,000 850,000 . 6,936,000: 


1978 
1979 


1980 3,043,000 850,000 3,893,000 
1981 ~-= 850,000 850,000: 
1982 ---- 880,000 880,000: 


Total $ 79,118,000 $ 13,205,000 $ 1,060,000 $ 93,383,000: 
18 Current Portion 6,086,000 850,000 6,936,000: 
19 Long Term Debt $ 73,032,000 $ 12,355,000 $ 1,060,000 $ 86,447,000 


Notes: (a) Sinking Fund Payments of $3,043,000 are due on January 1 and July 1 of 
each year. 
(b) Sinking Fund Payments of $425,000 are due on January 1 and July 1 of 
each year except for the final payment of $455,000 on January 1, 1982. 
(c) Note due December 31, 1966. 
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Statement F(3) 
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FLORIDA GAS TRANSMISSION COMPANY 


wotes: 


(a) 
(b) 


DEBT CAPITAL OF FLORIDA GAS COMPANY (PARENT) 


JUNE 30, 1966 


Description 
(1) 


Date of Issue 
Date of Maturity 
Interest Rate 
Principal Amount of Issue 
Gross Proceeds 
Discount on Sale: 
Amount 
% of Gross Proceeds 
Underwriters Discount or Commission: 
Amount 
% of Gross Proceeds 
Issuance Expense: 
Amount 
% of Gross Proceeds 
Net Proceeds 
Net Proceeds per Unit 
Effective Interest Rate 
Debt Capital per Books at 6-30-66. 
Annual Cost of Debt Capital (14 x 15) 


Cost of Debt Capital 


5% Subordinated 
Debentures 


Due_1968 (a) 
(2) 


~ 


8-28-58 
8-1-68 (b) 
5.00% 
$36,671,800 
$36,671,800 


$9,758,415 
26.61% 


$723,760 
1.97% 


$112,212 
-31% 
$26,077,413 
$71.11 
9.53% 
$36,671,000 
$3,494,823 


9.53% 


Issued in units of five shares of common stock and $100 


principal amount of 5% Debentures due 1968. 


No Sinking Fund Requirements. 
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DOCKET NO. RP66-4 
STATEMENT F(4) 
Page 1 of 1 


FLORIDA GAS TRANSMISSION COMPANY 


PREFERRED STOCK, CAPITAL OF FLORIDA GAS COMPANY, PARENT 


PREFERRED STOCK CAPITAL - June 30, 1966 


Description 


- Date of Issue December 1, 1965 

. Date of Maturity (a) 

- Interest Rate 54% Cum lative 

- Principal Amount of Issue $ 12,000,000 
Gross Proceeds $ 12,000,000 

- Underwriters Discount or Commission - 

- Issurance Expense $ 136,925 

- Net Proceeds $ 11,863,075 

- Net Proceeds Per Unit $ 98.86 

- Effective Dividend Rate 5.56% 

- Preferred Stock Per Books as of June 30, 1966 $ 12,000,000 


- Annual Cost of Preferred Stock (10x11) $ 667,200 


(a) Conmencing with the 12 months" period ending on December 15, 1969 
and each 12 months period thereafter to December 15, 1972, 3000 shares 
will be retired and thereafter 6000 shares will be retired in each 
12 months period until all redeemed in 1990. 


7534 
DOCKET NO. RP66-4 
STATEMENT F(5) 
Page 1 of 2 
FLORIDA GAS TRANSMISSION COMPANY 


SALES OF COMMON STOCK CAPITAL DURING FIVE YEARS 
____ENDED JUNE 30, 1966 


Issued Issued Converted : 
Description 12522-61 12-31-61 1-2-64 
(1) (2) (3) (4) 


Number of Shares Sold 378,500 65,500 (2,273,139) (a) 


Gross Proceeds at Offering Price $ 3,785,000 $ 655,000 - 


Underwriters’ Discount or Commission: 
Amount 


% of Gross Proceeds - 
Proceeds to Applicant 3,785,000 


Issuance Expenses: 
Amount 


% of Gross Proceeds = 
Net Proceeds 3,785,000 $ 655,000 
Offering Price per Share 10.00 $ 10.00 
Net Proceeds per Share 10.00 $ 10.00 


Book Value per Share Imnediately 
Prior to Issuance $ 11.46(b) $ 11.46(b) $ 24.17(c) 


Closing Market Price at Latest Trading : 
Date Prior to Date of Issuance (100% Owned by Florida Gas Company) 


Latest Published Earnings per Share 
Available at Date of Issuance $ -53(d) $ -53(d) $ 1.13(e) 


Dividend Rate at Date of Issuance None None None 


Type of Offering To Parent To Parent - 


Stock Issued for Cash Notes (f£) 


(a) Par changed from $1.00 to $10.00 and number of shares reduced 
from 2,525,710 to 252,571. 

(b) As of November 30, 1961. 

(c) As of December 31, 1963. 

(d) Based on data for twelve months ended September 30, 1961. 

(e) Based on data for twelve months ended September 30, 1963. 

(£) Parent Company converted $655,000 principal amount of Interim 
Subordinated Notes due August 1, 1963 into common shares of 
Company at $10.00 per share pursuant to the terms of the notes. 
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FLORIDA GAS TRANSMISSION COMPANY 


DOCKET NO. RP66-4 


STATEMENT F(5) 
Page 2 of 2 


SALE _OF COMMON STOCK CAPITAL BY FLORIDA GAS COMPANY (PARENT) 


DURING FIVE YEARS ENDED JUNE 30, 1966 


Issued 
Description 12-19-61 
q@) (2) 
Number of Shares Sold 759,912 
Gross Proceeds at Offering Price $ 7,409,142 


Underwriters’ Discount or Commission: 
Amount $ 287,416 


% of Gross Proceeds 3.88% 
Proceeds to Applicant $ 7,121,726 


Issurance Expenses: 
Amount $ 189,946 


% of Gross Proceeds 2.56% 
Net Proceeds $ 6,931,780 
Offering Price per Share $ 9.75 
Net Proceeds per Share $ 9.12 


Book Value per Share Immediately 
Prior to Issuance 8.21(c) 


Closing Market Price at Latest Trading 
Date Prior to Date of Issuance $ 11.50(d) 


Latest Published Earnings per Share 
Available at Date of Issurance (.19) (e) 


Dividend Rate at Date of Issurance None 
Type of Offering Subscription 


Stock Issued For Cash 


Conversion 
of Class A 
Stock 
(3) 
232,351 


Various 


Various 


None 


None 


Stock(a) 


(a) Exchanged for Class A Stock on a share for share basis between 


6-30-61 and 6-30-66. 


(b) Exchanged for Capital Stock of Jacksonville Gas Corporation 


between 5-31-62 and 6-30-66. 
(c) As of Novewber 30, 1961. 


(d) Average of bid and asked prices on December 4, 1961 as shown 


in prospectus dated December 6, 1961. 
(e) Based on data for twelve months ended September 


30, 1961. 


Exchange for 
Jacksonville 
Stock __ 

(4) 


4,308 


Stock(b) 


DOCKET NO. RP66-4. 
Schedule F(5)-1 
Page 1 of 1 


FLORIDA GAS TRANSMISSION COMPANY 


CHANGES IN COMMON STOCK CAPITAL DURING FIVE 
YEARS ENDED MAY 31, 1965 


_ 

In January 1964, the par value of the Florida Gas 
Transmission Company common stock was increased from $1.00 to 
$10.00 per share and the number of shares outstanding was re- 

» duced from 2,525,710 to 252,571. There were no stock dividends, 


* stock splits or other changes in the par value of the common 


* stock of the company or its parent, Florida Gas Company, 


during the five years ended June 30, 1966. 
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DOCKET NO, RP66-4. 
Schedule F(5)-3 


FLORIDA GAS TRANSMISSION COMPANY 
——— ee SAN 


DATA CONCERNING THE COMMON STOCKS OF TEN SELECTED 
iz NATURAL GAS TRANSMISSION COMPANIES 
ER UR COMP ANTES 


Table of Contents 


Offerings of Common Stocks by Ten Selected Natural Gas 
Transmission Companies, January 1, 1960 to October 31, 
1966 

Data Concerning the Common Stock of: 

Colorado Interstate Gas Company 

El Paso Natural Gas Company 
Mississippi River Fuel Corporation 
Northern Natural Gas Company 

Panhandle Eastern Pipe Line Company 
Southern Natural Gas Company 

Tennessee Gas Transmission Company 
Texas Eastern Transmission Corporation 


Texas Gas Transmission Corporation 


Transcontinental Gas Pipe Line Corporation 
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FLORIDA GAS TRANSMISSION COMPANY 


EARNINGS PER SHARE OF COMMON STOCK WHICH THE 
CLAIMED RATE OF RETURN WOULD YIELD (a) 


(YEAR ENDED JUNE 30, 1966) 


Description Reference Amount 
(1) (2) 


Claimed Rate Base Statement $159,155,697 
Claimed Rate of Return Statement 6.50% 
Net Operating Revenue $ 10,345,120 


Income Deductions: 
Interest on Long Term Debt Statement 5,398,481 
Other Interest Statement $02,951 
Amortization of Debt Discount & Expense Statement 179,816 
Interest Charged to Construction-Credit Statement (435,772) 
Miscellaneous Other Income Deductions Statement 8,636 


Balance for Common Equity $ 4,691,008 
Shares Outstanding 6-30-66 Schedule F(5)-2 252,571 


Earnings Per Share $ 18.57 


—————— 


Note: 


(a) The rules of the Commission require that the applicant show 
earnings per share which will or may result from the application of 
the rate of return claimed by the Company. 


The $18.57 earnings per share calculated in the foregoing table 
is computed in accordance with the Company's understanding of the require- 
ments of the rules. These earnings per share are those which would result , 
from the claimed over-all fair rate of returns of 6.50% applied to the 
Company's rate base of $159,155,697, whether composed of jurisdictional 
or non- jurisdictional property and are therefore not necessarily 
comparable with actual earnings - 


kxhibit No. Description For Ident. Received 


FG-60 Rate of Return Data 2353 


FG-61 Comparative Coverage Ratios and 2353 
Interest Rates and Comparative 
Company Capitalizations at Selected 
Dates 


Comparison: Allocated Transportation 
Cost With Transportation Revenues 
November 1965 Through May 1968 
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FLORIDA GAS TRANSMISSION COMPANY 


RATE OF RETURN DATA 


This Exhibit brings to date, the rate of return 
data contained in Exhibit No. FG-30. For ease 
of reference, the Schedule numbers of this 
Exhibit have been given the same designations 
as the corresponding schedules in Exhibit No. 
FG-30. 


Exhibit No. 


7991 
FLORIDA GAS TRANSMISSION COMPANY 
DOCKET NO. RP68-1 
INDEX TO EXHIBITS 


Contents 


Exhibits FG-44 = FG-59 Inclusive 


FG-44 
FG=45 
FG~46 
FG=47 
FG=48 
FG-49 
FG-50 
FG=-51 
FG=52 
FG-53 
FG=54 
FG=55 


FG=56 
FG=57 
FG-58 


FG=59 


Rate Base for Test Period 
Plant for Base Period and Test Period 
Depreciation Reserve for Test Period 
Working Capital for Test Period 
Purchased Gas Cost for Base Period and Test Period 
Operating Expenses for Base Period and Test Period 
Federal Income Taxes Based Upon Return for Test Period 
Other Taxes for Base Period and Test Period 
Depreciation Expense for Base Period and Test Period 
Cost of Service for Test Period 
Gas Balance for Base Period and Test Period 
Sales and Transportation Volumes in Florida for 
Test Period 
Balance Sheet and Income Account for Base Period 
Allocations of Cost of Service for Test Period 
Computation of Jurisdictional Rates Based Upon Allocated * 
Costs of Service for the Test Period 
MMBTU Mile Study for the Test Period v 


Exhibits FG-60 = FG-61 Inclusive 


ee 


FG-60 
FG-61 


Rate of Return Data 
Comparative Coverage Ratios and Interest Rates and 
Comparative Company Capitalizations at Selected Dates 


Section 1 
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FLORIDA GAS TRANSMISSION COMPANY 


RATE OF RETURN DATA 


Contents 


In _re The Cost of Debt and Senior Capital 
Schedule 1 - Federal Reserve Bank of New 


York Discount Rates 1946-1966 


Schedule Yield on Taxable Long-Term 
Bonds of the United States 
Government and Three-Month 
Treasury Bills (Quarterly 
Averages) 1946-1967 


Schedule Moody's Average Yields on 
Public Utility Bonds Rated A 


Schedule Moody's Yields on Public 
Utility Bonds Rated Baa 


Schedule Bonds Used in Moody's Public 
Utility Bond Yield Averages 
and Key to Moody's Bond Ratings 


Schedule Bond Ratings of Moody's Ten 
Natural Gas Transmission 
Companies at End of 1966 


Schedule Bond Ratings of Moody's 24 
Public Utilities at End of 1966 


Schedule Bond Ratings of Moody's Ten 
Gas Distributing Companies 
at End of 1966 


Schedule Distribution of Moody's Rated 
Bond Issues of all Gas, Electric 
and Telephone Companies at End 
of 1966 = Number of Issues 
Outstanding 


DOCKET NO. RP68=1 
Exhibit No. FG-60,» 


Schedule Distribution of Moody's Rated 
Bond Issues of all Gas, 
Electric and Telephone Companies 
at End of 1966 = Thousands of 
Dollars Outstanding 


Schedule Utility Group Bond Ratings 
Based on Moody's Rated Bond 
Issues of all Gas, Electric 
and Telephone Companies at End 
of 1966 


Schedule Registered Offerings of A-Rated 
First Lien Long-Term Debt 
Securities for New Capital by 
Natural Gas Transmission 
Companies since January 1951 


Schedule Registered Offerings of Baa- 


Rated First Lien Long-Term Debt 
Securities for New Capital by 
Natural Gas Transmission 
Companies since January 1, 1951 


Schedule Registered Offerings of Ba- 
Rated First Lien Long-Term Debt 
Securities for New Capital by 
Natural Gas Transmission 
Companies since January 1965 


Schedule 10B The Rise in the Cost of Debt 
Capital as Evidenced by Selected 
Bell System Company Debt 
Financing 


Schedule 10C Debt Capital - July 31, 1967 


Schedule 10D Reflecting the addition of 
$30,000,000, 6-7/8% First 
Mortgage Pipeline Bonds and 
6-7/8% Sinking Fund Notes to 
Debt Capital 


Schedule 11 Average Yields on Public 
Utility High and Medium Grade 
Preferred Stocks 
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Schedule 11A = Registered Offerings of 
Preferred Stocks by Natural 
Gas Transmission Companies 


In_ re Moody's 125 Industrial Companies 

Schedule 12 - Prices, Earnings, Dividends 
and Book Equity Per Composite 
Share 


Schedule Prices, Earnings, Dividends 
and Retained Earnings Per 
$100 Constant Book Value 
Share 


Schedule Earnings and Dividends to 
Fourth Quarter Prices 


Schedule Investor Experience with Common 
Stocks Earnings-Price Ratios 
and 1966 Earnings to Fourth 
Quarter Prices in Year of 
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Schedule Investor Experience with Common 
Stocks Dividend=Price Ratios 
and 1966 Dividend to Fourth 
Quarter Prices in Year of 
Acquisition 


Schedule Investor Experience with Common 
Stocks Average Annual Market 
Appreciation & Dividends as 
Percent of Initial Investment 
(Purchase Price) 


Schedule 17A - Equity Position Factor and 
Rate of Return 


In re The Class A & B Electric Industry 
Schedule 18 - Equity Position Factor and 


Rate of Return 


Schedule 19 - Frequency Distribution of 
Rates of Return Earned by 
Electric Utility Companies 
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- Relationship of Average 
Common Stock Equity Ratio 
and Percent of Income Available 
for Common Stock Equity 


Schedule - Relationship of Average 
Common Stock Equity Ratio 
and Percent of Income 
Available for Common Stock - 
1965 


Schedule - Relationship of Average 
Common Stock Equity Ratio 
and Percent of Income 
Available for Common Stock - 
1965 


Schedule - Equity Position Factor and 
Rate of Return 


Schedule - 169 Class A Electric Utilities 


Section 4 - In re Moody's 24 Electric Utilities 
Schedule 20 = Moody's 24 Electric Utilities 


Schedule 21 - Prices, Earnings, Dividends 
and Book Equity Per Composite 
Share 
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$100 Constant Book Value Share 


Schedule 23 - Earnings and Dividends to 
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Schedule 24A - Initial and Experienced 
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Section 6 = In re Moody's Ten Natural Gas Distribution 


Companies 
Schedule 34 


Schedule 35 


Schedule 


Schedule 


Schedule 


Schedule 


Schedule 


Schedule 


Schedule 


Schedule 43 


Schedule 44 


Moody's 10 Natural Gas 
Distribution Companies 


Prices, Earnings, Dividends 
and Book Equity Per Composite 
Share 


Earnings and Dividends to 
Fourth Quarter Prices 


Earnings=Price Ratios for 
Common Stocks 


Dividend-Price Ratios for 
Common Stocks 


Prices, Earnings, Dividends 
and Retained Earnings Per 
$100 Constant Book Value 


Share 


Equity Position Factor and 
Rate of Return 


Investor Experience with 
Common Stocks Earnings-Price 
Ratios and 1966 Earnings to 
Fourth Quarter Prices in Year 
of Acquisition 


Investor Experience with 
Common Stocks Dividend-Price 
Ratios and 1966 Dividend to 
Fourth Quarter Prices in 
Year of Acquisition 


Earnings on Common Equity 


Investor Experience with 
Common Stock 1965 Earnings 
to Fourth Quarter Prices in 
Year of Acquisition 


Schedule 45 
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Investor Experience with 
Common Stocks Average Annual 
Market Appreciation and 
Dividends as Percent of 
Initial Investment 
(Purchase Price) 


* Section 7 = In re Moody's Ten Natural Gas Transmission 


Companies 
Schedule 46 


Schedule 47 


Schedule 


Schedule 


Schedule 


Schedule 


Schedule 


Schedule 


Schedule 


Schedule 


Moody's Ten Natural Gas 
Transmission Companies 


Prices, Earnings, Dividends 
and Book Equity Per Composite 
Share 


Prices, Earnings, Dividends 
and Retained Earnings Per 
$100 Constant Book Value 
Share 


Earnings and Dividends to 
Fourth Quarter Prices 


Earnings-Price Ratios 


Dividend=Price Ratios on 
Common Stocks 


Investor Experience with 
Common Stock 1966 Earnings 
to Fourth Quarter Prices in 
Year of Acquisition 


Investor Experience with 
Common Stock 1965 Earnings 
to Fourth Quarter Price in 
Year of Acquisition 


Investor Experience with 
Common Stock 1966 Dividends 
to Fourth Quarter Prices in 
Year of Acquisition 


Investor Experience with 
Common Stock Average Market 
Appreciation and Dividends 
as Percent of Initial 
Investment (Purchase Price) 
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Schedule 57 


Schedule 57A 


Schedule 57B 


Chart III 


Chart IV 


Schedule 


Schedule 


Schedule 


Schedule 
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Equity Position Factor and 
Rate of Return 


Earnings on Average Common 
Equity 


Return on Total Average 
Capitalization 


Comparative Earnings and 
Equity Ratios 


Relationship of Average 
Common Stock Equity Ratio and 
Percent of Income Available 
for Common Stock Equity 


Relationship of Average 

Common Stock Equity Ratio 

and Percent of Income Available 
for Common Stock Equity 


Relationship of Average Common 
Stock Equity Ratio and Percent 
of Income Available for 

Common Stock 


Relationship of Average 
Common Stock Equity Ratio 
and Percent of Income 
Available for Common Stock - 
1966 


Equity Position Factor and 
Rate of Return 


The Derivation of Return 
Ratios for Florida Gas 
Transmission Company at a 
37.39% Common Stock Capitali- 
zation Ratio by Reference to 
the Position and Performance 
of Thirteen Natural Gas 
Transmission Companies 
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Schedule The Derivation of Return 
Ratios for Florida Gas 
Transmission Company at a 
30.51% Common Stock Capitali- 
zation Ratio by Reference to 
the Position and Performance 
of Thirteen Natural Gas 
Transmission Companies 


The Derivation of Return 
Ratios for Florida Gas 
Transmission Company at a 
27.0% Common Stock Capitali- 
zation Ratio by Reference to 
the Position and Performance 
of Thirteen Natural Gas 
Transmission Companies 


Schedule Capitalization 


Schedule Equity Position Factor and 
Rate of Return 
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Section 8 - In re Summary Comparisons 
Schedule 58 - Comparative Summary of 


Earnings and Equity Ratios 


Schedule 59 Comparative Summary of 
Investor Experience 


Chart V Recent Trends in Market 
Prices for Common Stocks of 
Utility and Industrial 
Enterprises 
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Industrial Enterprises 
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FLORIDA GAS TRANSMISSION COMPANY 


FEDERAL RESERVE BANK OF NEW YORK 
DISCOUNT RATE 1946-1967 


(1) (2) 


Percent 
Effective Date Per Annum 


April 7 


In effect August 31 


Federal Reserve Bulletin 
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FLORIDA GAS. ‘SSION COMPANY 


YIELD _ON TAXABLE, TERM BONDS OF THE U.S. GOVERNMENT 
AND _THREE-MONTH TREASURY BI Y_AVERAGES, 


1946 _- 1967 


Three-Month Treasury Bills Long-Term Bonds of the U.S. Government i 
Jan.-March Apr.-June July-Sept. Oct.-Dec. Jan.-March Apr.-June July-Sept. Oct, -Dec. 


Federal Reserve Bulletin 
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FLORIDA _GAS_ TRANSMISSION COMPANY 


MOODY'S AVERAGE YIELDS ON PUBLIC UTILITY BONDS RATED A 
(PERCENT PER ANNUM) 


Annual 
Average Jan. Feb. April 


May June July Aug. Sept. Oct. Nov. 


4.58 


5.39 


Moody's Bond Record. 
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FLORIDA TRANSMISSION COMPANY 


"S_AVERAGE YIELDS OW PUBLIC UTILITY RATED Bas 
(PERCENT _PER_ANNUM) 


Moody's Bond Record. 
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FLORIDA GAS TRANSMISSION COMPANY 


BONDS USED IN MOODY'S PUBLIC UTILITY 
BOND YIELD AVERAGES 


AS OF SEPTEMBER 18, 1967 


Bonds Rated Aaa 


American Telephone & Telegraph Co. 4 3/8s, 1999 
Baltimore Gas & Electric Co. 4s, 1993 

Cleveland Electric Illuminating Co. 3 7/8s, 1993 
Commonwealth Edison Co. 5 3/8s, 1997 

Connecticut Light & Power Co. 3 7/8s, 1988 
Dallas Power & Light Co. 4 7/8s, 1996 

Duke Power Co. 4 1/4s, 1992 

Duquesne Light Co. 5 1/4s, 1997 

Philadelphia Electric Co. 4 1/2s, 1994 
Southwestern Bell Telephone Co. 4 1/2s, 1997 


Bonds Rated Aa 


Carolina Power & Light 4 1/2s, 1991 
Florida Power & Light 5s, 1995 

Georgia Power Co. 5 3/4s, 1996 

Gulf States Utilities 5s, 1996 

Long Island Lighting 5 1/2s, 1997 

N.Y. State Elec. & Gas 5 5/8s, 1997 
Northern Illinois Gas Co. 4 5/8s, 1990 
Northern States Power 5 7/8s, 1996 
Ohio Power 4 5/8s, 1989 

Pacific Gas & Electric 5 1/2s, 1999 
Public Service Co. of Colorado 4 1/2s, 1994 


Source: Moody's Investors Service, Inc. 
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FLORIDA GAS TRANSMISSION COMPANY 


BONDS USED IN MOODY'S PUBLIC UTILITY 
BOND YIELD AVERAGES 


AS OF SEPTEMBER 18, 1967 


Bonds Rates A 


“Alabama Power Co. 4 7/8s, 1995 
Arkansas Power & Light 5 3/4s, 1996 
Columbus and Southern Ohio Electric Co. 4 3/8s, 1992 
» Consolidated Edison 5s, 1996 
General Telephone Co. of California 4 1/2s, 1995 
» Louisiana Power & Light 4 5/8s, 1994 
«Massachusetts Electric Co. 4 3/8s, 1992 
Ohio Power 5 1/8s, 1996 
Utah Power & Light 4 1/2s, 1992 
Washington Water Power 4 5/8s, 1994 


Bonds Rated Baa 


Appalachian Power 4 5/8s, 1992 
General Telephone & Electronics Corp. 4 7/8s, 1987 
Jersey Central Power & Light 6s, 1992 
Nevada Power Co. 4 1/2s, 1993 
Northwest Natural Gas 5 3/4s, 1991 

» Pacific Power & Light 4 5/8s, 1994 
Puget Sound Power & Light 4 5/8s, 1993 
Sierra Pacific Power & Co. 5s, 1995 
Transcontinental Gas Pipe Line 4 7/8s, 1986 
Western Union Telegraph Co. 5 1/4s, 1987 


“Source: Moody's Bond Survey, September 18, 1967. 
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FLORIDA GAS TRANSMISSION COMPANY 


KEY TO MOODY'S BOND RATINGS 


Moody's Ratings are an indicator of the relative investment quality of bonds. 
The ratings are defined by Moody's Investors Service as follows: 


Aaa 


Bonds which are rated Aaa are judged to be of the best quality. They carry 
the smallest degree of investment risk and are generally referred to as "gilt 
edge." Interest payments are protected by a large or by an exceptionally 
stable margin and principal is secure. While the various protective elements 
are likely to change, such changes as can be visualized are most unlikely to 
impair the fundamentally strong position of such issues. 


Aa 

Bonds which are rated Aa are judged to be of high quality by all standards. 
Together with the Aaa group they comprise what are generally known as high 
grade bonds. They are rated lower than the best bonds because margins of pro- 
tection may not be as large as in Aaa securities or fluctuation of protective 
elements may be of greater amplitude or there may be other elements present 
which make the long-term risks appear somewhat larger than in Aaa securities. 


A 


Bonds which are rated A possess many favorable investment attributes and are to 
be considered as higher medium grade obligations. Factors giving security to 
principal and interest are considered adequate but elements may be present which 
suggest a susceptibility to impairment some time in the future. 


Baa 


Bonds which are rated Baa are considered as lower medium grade obligations, 
i.e., they are neither highly protected nor poorly secured. Interest payments 
and principal security appear adequate for the present but certain protective 
elements may be lacking or may be characteristically unreliable over any great 
length of time. Such bonds lack outstanding investment characteristics and in 
fact have speculative characteristics as well. 


Ba 


Bonds which are rated Ba are judged to have speculative elements; their future 
cannot be considered as well assured. Often the protection of interest and 
principal payments may be very moderate and thereby not well safeguarded during 
both good and bad times over the future. Uncertainty of position characterizes 
bonds in this class. 


Source: Moody's Investors Service, Public Utility Manual. 
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FLORIDA GAS TRANSMISSION COMPANY 


THE RISE _IN THE COST OF DEBT CAPITAL AS EVEDENCED 
BY SELECTED BELL SYSTEM COMPANY DEBT FINANCING =' 


Company 


Northwestern Bell 
Telephone 


Southwestern Bell 
Telephone Co. 


Southern Bell 
Telephone & 
Telegraph Co. 


» 


(1) 
Date 
Offered 


6/6/50 
1/31/56 
4/23/57 
6/6/60 
3/5/63 
9/8/66 


10/8/45 
5/4/48 
10/1/57 
8/2/60 
8/7/62 
6/23/66 
6/8/67 


7/30/45 
6/26/47 
9/2/53 
8/31/54 
10/17/55 
10/8/56 
6/18/57 
12/9/58 
10/20/59 
12/5/60 
3/21/61 
4/18/62 
7/31/63 
9/15/65 
9/28/66 


(2) 
Principal 


Amount 


$ 60,000 
25,000 
30,000 
45,000 
40,000 
50,000 


75,000 
100,000 
100,000 
100,000 
100,000 
150,000 
150,000 


45,000 
75,000 
30,000 
55,000 
30,000 
60,000 
70,000 
70,000 
70,000 
75,000 
70,000 
75,000 
70,000 

100,000 

100,000 


DOCKET NO. RP68-1: 
Exhibit No. FG-60' 
Schedule 10B 
Page 18 


(3) (4) 
Coupon Cost to 
Rate Company 


3/4% 2.72% 
1/4% 3.17 
3/8 4.36 
7/8 4.84 
3/8 4.30 


DEE PWN 


3/4 
1/8 
3/4 
5/8 
1/2 
3/8 
7/8 


UU RP WN 


3/4 
7/8 
3/4 
1/8 


DEE EEUU EUPWUWNN 


Source: Moody's Public Utility Manuals, Offering Prospectuses and F.C.C. Docket 


No. 16258, Exh. 17. 


» 


a/ Excluding issues of less than $5,000,000 and short-term notes. 
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FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S 125 INDUSTRIALS 
EARNINGS & DIVIDENDS TO FOURTH QUARTER PRICES 2/ 


Year of eae tee wer og . 
Acquisition Ratio Ratio 
1955 8.227 3.95% 
1956 7.77% 3.99% 
1957 7.49% 4.467, 
1958 6.287% 3.32% 
1959 5.09% 3.13% 
1960 5.71% 3.547, 
1961 5.48% 2.93% 
1962 6.95% 3.48% 
1963 6.21% 3.14% 
1964 5.87% 2.96% 
1965 6.08% 2.98% 


1966 7.27% 3.67% 


Source: Computed from data reported in Moody's Investor Service, Inc., 
Moody's Industrial Manual, 1966. 


a/ Earnings and dividends are related to average fourth quarter price, 
as on Schedule 12. 
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FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S 125 INDUSTRIALS 
EQUITY POSITION FACTOR AND RATE OF RETURN 


() 


1965 1966 
Total Revenue, including Other Income (000) $187 017,624 $203,860, 146 
Gross Income (000) 13,737,559 14,407 ,007 
Balance for Common (000) 12,681,967 13,052,930 
Average Common Equity for year (000) 86 ,867 ,692 93,840,074 
Average Total Capitalization for year (000) $107,969,388 $120,008,771 


Equity Earning Rate 
(Line 3 divided by Line 4) 14.602 13.91% 


Rate of Return on Average Total Capitali- 
zation (Line 2 divided by Line 5) 12.72% 12.00% 


Equity Capitalization Ratio Average for 
year (Line 4 divided by Line 5) 80.467, 78.19%, 


Balance of Gross Income Available for 
Common Equity (Line 3 divided by Line 2) 92.32% 90.60% 


Balance of Total Revenue Available for 
Common Equity (Line 3 divided by Line 1) 6.78% 


Leverage Earnings - Percentage Points 
(Line 7 subtracted from Line 6) 1.88% 


Leverage Earnings = Percent of Equity 
Earning Rate (Line 11 divided by Line 6) 12.88% 


Margin of Return 
(Line 2 divided by Line 1) 7.35% 


Equity Position Factor 
(Line 9 divided by Line 8) 1.15% 


Source: Based on individual company data obtained from Moody's Industrial Manual. “*” 
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FLORIDA GAS TRANSMISSION COMPANY 


SYS eee 


FREQUENCY DISTRIBUTION OF RATES OF RETURN 
EARNED BY ELECTRIC UTILITY COMPANIES 


qd) (2) (3) 


> 
fs 
wr 


Number of Instances 
Class Limits 1961-1963 1962-1964 1964 


[= 
bd 
‘ Lal 
Ww 


Less than 3.00% 
3.00% = 3.99% 
4.00% = 4.99% 
5.00% = 5.49% 
5.50% = 5.99% 
6.00% = 6.247% 
6.25% = 6.49% 
6.50% - 6.74% 
6.75% = 6.99% 
7.00% = 7.247% 

7.25% = 7.49% 

7.50% = 7.74% 


WOINADAUNHPWNH 
i 
MOwOouUUerw 


7.75% = 7.99% 
8.00% - 8.247% 
8.25% = 8.49% 
8.50% = 8.99% 
9.00% = 9.497% 
9.50% = 9.99% 
10.00% or more 


Total 
Arithmetic Mean 7.087 
lst Quartile Point af 6.43% 


a/ 


Median = 7.10% 


3rd Quartile Point 2/ 7.86% 8.02% 


Source: Federal Power Commission: Statistics of Privately 
Owned Electric Utilities in the United States. 


a/ Computed 
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Page 33 
FLORIDA GAS TRANSMISSION COMPANY 
RELATIONSHIP OF AVERAGE COMMON STOCK EQUITY RATIO AND 


PERCENT OF INCOME AVAILABLE FOR COMMON STOCK - 1965 
169 CLASS A ELECTRIC UTILITY COMPANIES 


Subgrouping to Obtain Average ae Stock eee Income 
Average Values Equity Ratio for Common Stock 
lst Eighth 31.1% 59.1% 
Ist Quarter 32.5 60.4 
2nd Eighth 34.0 61.8 
Ist Half 34.4 62.0 
3rd Eighth 35.7 64.0 
2nd Quarter 36.3 63.4 
4th Eighth 36.9 63.2 
Sth Eighth 38.9 67.0 
Mean of All Companies 39.4 66.2 
3rd Quarter 39.9 68.2 
6th Eighth 40.8 69.0 
2nd Half 44.3 70.3 
7th Eighth 44.6 70.1 
4th Quarter 48.7 72.6 


8th Eighth 52.8 75.1 


Source: Computed from individual company data obtained from Moody's Public 
Utility Manual 1966. 
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RELATIONSHIP OF AVERAGE COMMON STOCK EQUITY RATIO AND 
PERCENT OF INCOME AVAILABLE FOR COMMON STOCK ~- 1965 


169 CLASS A ELECTRIC UTILITIES 


(2) (3) (4) 
VALUES OF X AND Y IMPLICIT IN THE CURVE 
Change in Corresponding 


xX Change in Y 


15.50% 0-5% 15.59% 
10 26.97 5-10 11.38 
15 36.20 10-15 9.23 
20 44.04 15-20 7.84 


yl 


25 50.87 20-25 6.83 
30 56.92 25-30 6.05 
35 62.34 30-35 5.42 
40 67.23 35-40 4.89 


45 71.65 40-45 
_ 50 75.67 45-50 
55 79.33 50-55 
60 82.67 55-60 


65 85.70 60-65 
70 88.46 65-70 
75 90.96 70-75 
80 93.21 75-80 


85 95.23 80-85 
90 97.03 85-90 
95 98.62 90-95 
100 100.00 95-100 


Florida Gas Transmission Company 
37.39 64.74 


Point of Equilibrium for Change in X_ and Y 
36.5 63.86 


a re 
1/ Formula used in computing values of Y: Y= /1193 - X“ + 269.08 X - 34.54 
Radius of circle to derive above formula - 13.89". 
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EQUITY POSITION FACTOR AND RATE OF RETURN 


169 CLASS A ELECTRIC UTILITIES 
1965 


Gross Income (000) $ 3,486,496 
Income Available for Common Equity (000) 2,326,433 
Average Common Equity (000) 18,325,911 
Average Total Capitalization (000) 47,701,058 


Rate Earned on Average Total Capitalization 
(Line 1 = Line 4) 7.330 


Rate Earned on Common Stock Equity 
(Line 2 + Line 3) 12.695 


Average Common Stock Equity Ratio 
(Line 3 + Line 4) 38.427, 


Balance of Income Available for Common 
(Line 2 + Line 1) 66.54% 


Implicit Senior Capital Cost Rate 3.983 
Leverage Earnings 
a) Percent points (Line 6 - Line 5) 5.365 
b) Percent of Equity Earning Rate (Line 10 + Line 6) 42.267 


Equity Position Factor 
(Line 6 + Line 5 and Line 8 + Line 7) 1.73 


Source: Statistics of Electric Utilities in the United States, privately 
owned, 1964 and 1965. 
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Alabama Power Co. 

Appalachian Power Co. 

Arizona Public Service Co. 
Arkansas-Missouri Power Co. 
Arkansas Power & Light Co. 
Atlantic City Electric Co. 
Baltimore Gas & Electric Co. 

Bangor Hydro-Electric Co. 

Black Hills Power & Light Co. 
Blackstone Valley Electric Co. 
Boston Edison Co. 

Brockton Edison Co. 
California-Pacific Utilities Co. 
Cambridge Electric Light Co. 

Cape & Vineyard Electric Co. 
Carolina Power & Light Co. 

Central Hudson Gas & Electric Corp. 
Central Illinois Electric & Gas Co. 
Central Illinois Light Co. 

Central Illinois Public Service Co. 
Central Kansas Power Co. (The) 


Central Louisiana Electric Co., Inc. 


Central Maine Power Co. 
Central Power & Light Co. 


Central Vermont Public Service Corp. 


Cheyenne Light, Fuel & Power Co. 
Cincinnati Gas & Electric Co. (The) 
Citizens Utilities Co. 

Cleveland Electric Illuminating Co. 


Columbus & Southern Ohio Electric Co. 


Commonwealth Edison Co. 

Community Public Service Co. 
Concord Electric Co. 

Connecticut Light & Power Co. (The) 


Consolidated Edison Co.,of N.Y.,Inc. 
Consumers Power Co. 

Dallas Power & Light Co. 

Dayton Power & Light Co. (The) 
Delaware Power & Light Co. 

Detroit Edison Co. (The) 

Duke Power Co. 

Duquesne Light Co. 

Eastern Shore Public Service Co. of. 
Md. (The) 

Edison Sault Electric Co. 

El Paso Electric Co. ‘ 
Empire District Electric Co. (The) 
Fall River Electric Light Co. 
Fitchburg Gas & Electric Light Co. 
Florida Power Corp. 

Florida Power & Light Co. 

Georgia Power Co. 

Granite State Electric Co. 

Green Mountain Power Corp. 

Gulf Power Co. 

Gulf States Utilities Co. 

Hartford Electric Light Co. (The) 
Hawaiian Electric Co., Inc. 

Hilo Electric Light Co., Ltd. 
Holyoke Power & Electric Co. 

Home Light & Power Co. 

Houston Lighting & Power Co. 

Idaho Power Co. 

Tllinois Power Co. 

Indiana & Michigan Electric Co. 
Indianapolis Power & Light Co. 
Interstate Power Co. 

Iowa Electric Light & Power Co. 
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Iowa-Illinois Gas & Electric Co. 
Iowa Power & Light Co. 

Iowa Public Service Co. 

Iowa Southern Utilities Co. 
Jersey Central Power & Light Co. 
Kansas City Power & Light Co. 
Kansas Gas & Electric Co. 
Kansas Power & Light Co. (The) 
Kentucky Power Co. 

Kentucky Utilities Co. 
Kingsport Power Co. 

Lake Superior District Power Co. 
Long Island Lighting Co. 
Louisiana Power & Light Co. 
Louisville Gas & Electric Co. 
Madison Gas & Electric Co. 
Maine Public Service Co. 
Massachusetts Electric Co. 
Maui Electric Co., Ltd. 
Metropolitan Edison Co. 
Michigan Gas & Electric Co. 
Minnesota Power & Light Co. 
Mississippi Power Co. 
Mississippi Power & Light Co. 
Missouri Edison Co. 

Missouri Power & Light Co. 
Missouri Public Service Co. 
Missouri Utilities Co. 
Monongahela Power Co. 
Montana-Dakota Utilities Co. 
Montana Power Co. (The) 
Narragansett Electric Co. (The) 
Nevada Power Co. 


New Bedford Gas & Edison Light Co. 
New Jersey Power & Light Co. 

New Mexico Electric Service Co. 

New Orleans Public Service, Inc. 
New York State Electric & Gas Corp. 
Newport Electric Corp. 

Niagara Mohawk Power Corp. 

Northern Indiana Public Service Co. 
Northern States Power Co. (Minnesota), 
Northern States Power Co. (Wisconsin) 
Northwestern Public Service Co. ‘ 
Ohio Edison Co. 

Ohio Power Co. 

Oklahoma Gas & Electric Co. 

Old Dominion Power Co. 

Orange & Rockland Utilities, Inc. 
Otter Tail Power Co. 

Pacific Gas & Electric Co. 

Pacific Power & Light Co. 
Pennsylvania Electric Co. 
Pennsylvania Power Co. 

Pennsylvania Power & Light Co. 
Philadelphia Electric Co. 

Plymouth County Electric Co. 
Portland General Electric Co. 
Potomac Edison Co. (The) 

Potomac Electric Power Co. 

Public Service Co. of Colorado 
Public Service Co. of Indiana, Inc. 
Public Service Co. of New Hampshire 
Public Service Co. of New Mexico 
Public Service Co. of Oklahoma 
Public Service Electric & Gas Co. 


134. 
135. 
136. 
137. 
138. 
139. 
140. 
141. 
142. 
143. 
144. 
145. 
146. 
147. 
148. 
149. 
150. 
151. 
152. 
153. 
154. 
155. 
156. 
157. 
158. 
159. 
160. 
161. 
162. 
163. 
164. 
165. 
166. 
167. 
168. 
169. 
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Puget Sound Power & Light Co. 
Rochester Gas & Electric Corp. 
Rockland Electric Co. 

St. Joseph Light & Power Co. 

San Diego Gas & Electric Co. 
Savannah Electric & Power Co. 
Sierra Pacific Power Co. 

South Carolina Electric & Gas Co. 
Southern California Edison Co. 
Southern Indiana Gas & Electric Co. 
Southwestern Electric Power Co. 
Southwestern Electric Service Co. 
Southwestern Public Service Co. 
Superior Water, Light & Power Co. 
Tampa Electric Co. 

Texas Electric Service Co. 

Texas Power & Light Co. 

Toledo Edison Co. (The) 

Tucson Gas & Electric Co. 

Union Electric Co. 

Union Light, Heat & Power Co. (The) 
United Gas Improvement Co. (The) 
United Illuminating Co. (The) 
Upper Peninsula Power Co. 

Utah Power & Light Co. 

Virginia Electric & Power Co. 
Washington Water Power Co. (The) 
West Penn Power Co. 

West Texas Utilities Co. 

Western Massachusetts Electric Co. 
Western Power & Gas Co., Inc. 
Wheeling Electric Co. 

Wisconsin Electric Power Co. 
Wisconsin Michigan Power Co. 
Wisconsin Power & Light Co. 
Wisconsin Public Service Corp. 


Source: Statistics of Electric Utilities in the United States, 


1964 and 1965. 
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Baltimore Gas & Electric Company 

Boston Edison Company 

Carolina Power & Light Company 

Central Hudson Gas & Electric Corporation 
Central Maine Power Company 

Cincinnati Gas & Electric Company 
Cleveland Electric Illuminating Company 
Commonwealth Edison Company 

Connecticut Light & Power Company * 
Consolidated Edison Company of New York, Inc. 
Dayton Power & Light Company 

Delmarva Power & Light Company 

Detroit Edison Company 

Florida Power Corporation 

Houston Lighting & Power Company 

Idaho Power Company 

Indianapolis Power & Light Company 
Pacific Gas & Electric Company 
Pennsylvania Power & Light Company 
Philadelphia Electric Company 

Public Service Company of Colorado 
Southern California Edison Company 
Tampa Electric Company 

Utah Power & Light Company 


* Listed in Moody's 1967--now owned by Northeast Utilities. 
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MOODY'S 24 ELECTRIC UTILITIES 


EARNINGS AND DIVIDENDS TO FOURTH QUARTER PRICES 


Earnings-Price Dividend-Price 
Ratio Ratio 


Computed from date reported in Moody's Investor Service, Inc., 
Moody's Public Utility Manual 1967. 


Earnings and Dividends related to average fourth quarter 
market price shown on Schedule 21. 


DOCKET NO. RP68-1 
Exhibit No. FG-60 
Schedule 24 
Page 43 
FLORIDA_GAS TRANSMISSION COMPANY 
MOODY'S 24 ELECTRIC UTILITIES 
INVESTOR EXPERIENCE WITH COMMON STOCKS 


1966 EARNINGS TO FOURTH QUARTER PRICES IN YEAR OF ACQUISITION 
1955-1966 


q) (2) (3) (4) 
Ratio of Ratio of Initial vu» 
1966 Earnings and Subsequent 
Per Share to Acquisition Years Earnings « 
Year of Acquisition Annual Prices to 1955 


Acquisition Price Earnings ($6.30 + Col.1) (Col. 2 + $49.26) » 
1955 $ 49.26 $ 3.21 12.79% 6.52% 
1956 48.71 12.93% 6.80% 
1957 48.70 12.94% 6.92% 
1958 63.21 9.97% 7.37% 
1959 65.55 9.61% 7.75% 
1960 73.11 8.62% 8.36% 
1961 101.00 6.24% 8.79% 
1962 91.99 6.85% 9.60% 
1963 101.89 6.18% 10.13% 
1964 115.42 5.46% 10.98% 
1965 116.36 12.02% 
1966 104.79 6.01 12.79% 


Average 8.58% 


Weighted Average 2/ 10.02% 


Source: Computed from data reported by Moody's Investor Service Inc., 
Moody's Public Utility Manual 1967. 


a/ Weighted by number of years from year of purchase: 1955 weighted as 
12, 1956 as 11 and so on with 1966 weighted as l. 
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INITIAL AND 
EXPERIENCED EARNINGS-PRICE RATIOS 
1955 — 1966 


ON 1956 & 1957 PRICES 


ON 1958 PRIC 


”“ 
Sc 
= 
< 
« 
w 
y 
4 
a 
1 
” 
° 
= 
z 
4 
< 
ws 


ON 1959 PRICE ON 1962 PRICE VA 


ON 1961 PRICE 


ON 1963 PRICE 
ON 1964 PRICE 
ON 1965 PRICE 


955 5 FS SB 8 1%0 61 


“(12 @UNPaGrs 90 Z *10D) 
anys tad eSujuiee a2; sodwos |, 1 -Qua20q Papus SyILOM eATIAD pe220daz 8, kpooy aae sfujuaee [envus pus (1z #1Np?4?s J° 1 *109) 
199B329q PU 1equUaAcy £12G0220 JU SYIUCE 103 8 242d 93; 80dm0> paz10des 8, fpooy 30 AGA DIE G9IFIg I9GIEH 299TeTH YIINGZ 


“Ov afeg ‘Iz e1Mpeq7s 


62° 901 9961 
9c°oul $961 


an 
aa 


teste Er 
tor C96 
796 

196t 

096 


6561 
8S61 
is61 
9s6l 
ss6t 


annem Or@ao 


(6L" 9018 (st "otts (29°sts ty (66° 168 Coo" tors (rrees (ss*s98 C1" 98 Cor’ ors Cie ars (92 °695 


iz *109) 32 *109) # z *109) *109) # Zz *109) iz *109) Zz *109) & Zz *109) Zz *199) iz *109) =z 199) Zz _*199) 
t96T 


4 


T1961 0961 6561 e561 Ts6T 9561 T56T 


Ul bo5}34 VaIeH Tdd1ENy GIindg Of eFujuseg e1¥9, 30 


9961 S961 Vel (961 


a 


(01) (6) (9) 


SB121711N 914197Ta 9% $,1000H 


Tnvanod WOLSSINSHYEL 
Sy fea 
Voz F1NPIq2S 
oo-pa “OM 2FAGtZ 
1-@3d8 "OM 171200 


DOCKET NO. RP68-1 
Exhibit No. FG-60 
Schedule 25. 
Page 46 

FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S 24 ELECTRIC UTILITIES 
INVESTOR EXPERIENCE WITH COMMON STOCKS 


1966 DIVIDENDS TO FOURTH QUARTER PRICES IN YEAR OF ACQUISITION 
1955-1966 


(1) (2) (3) (4) ' 
Ratio of Ratio of Initia 
1966 Dividends and Subsequent 
Per Share to Acquisition Years Dividends 
Year of Acquisition Annual Prices to 1955 


Acquisition Price Dividends ($4.16 4 Col. 1) (Col_ 2 + $49.26) 
1955 $ 49.26 $ 2.26 8.447, 4.59% 


1956 48.71 2.36 8.54% 4.79% 
1957 48.70 2.45 8.547 4.97% 
1958 63.21 2.53 6.58% 5.14% 
1959 65.55 2.64 6.35% 5.36% 
1960 73.11 5.69% 5.50% 
1961 101.00 5.79% 
1962 91.99 6.19% 
1963 101.89 6.74% 
1964 115.42 7.21% 
1965 116.36 8.10% 
1966 104.79 3.97 8.44% 


Average 


e Weighted Average 2/ 


Source: Computed from data reported by Moody's Investor Service Inc., 
Moody's Public Utility Manual 1967. 


a/ Weighted by number of years of purchase: 1955 weighted as 
12, 1956 as 11 and so on with 1966 Weighted as 1. 
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FLORIDA _GAS TRANSMISSION COMPANY 


AMERICAN TELEPHONE & TELEGRAPH COMPANY (CONSOLIDATED) 


EARNINGS AND DIVIDENDS TO FOURTH QUARTER PRICES 


(1) (2) 
Earnings- Dividend- 
Year _of Acquisition Price Ratio Price Ratio , 

1955 7.28% 5.01% 
1956 7.79 

1957 7.83 

1958 7.00 

1959 6.68 

1960 5.80 

1961 4.31 

1962 5.23 

1963 


1964 


| Source: Computed from data in Schedule 27. 
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FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S _10 NATURAL GAS DISTRIBUTION COMPANIES 


Atlanta Gas Light Company 
Brooklyn Union Gas Company 

Gas Service Company 

Indiana Gas & Water Company, Inc. 
Laclede Gas Company 

Minneapolis Gas Company 

Mountain Fuel Supply Company 
Northern Illinois Gas Company 
South Jersey Gas Company 


Washington Gas Light Company 
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FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S 10 NATURAL GAS DISTRIBUTION COMPANIES 
EARNINGS AND DIVIDENDS TO FOURTH QUARTER PRICES 


(1) (2) (3) 


Earnings- Dividend- Dividend 
~ Year of Acquisition Price Ratio Price Ratio Payout Ratio 


1955 6.90% 4.77% 69.1% 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 


1966 


Schedule 35 
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Page 66 


FLORIDA GAS TRANSMISSION COMPANY 
et LON COMPANY 


Schedule 44 of Exhibit No. FG-30 was not 
updated, but the summary for this group 
has been updated on Schedule 41, Page 63. 
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FLORIDA GAS TRANSMISSION COMPANY 


=" MOODY'S TEN NATURAL GAS TRANSMISSION COMPANIES 


Colorado Interstate Gas Company 

El Paso Natural Gas Company 
Mississippi River Corporation 

Northern Natural Gas Company 

Panhandle Eastern Pipe Line Company 
Southern Natural Gas Company 

Tenneco Inc. 

Texas Eastern Transmission Corporation 
Texas Gas Transmission Corporation 


Transcontinental Gas Pipe Line Corporation 
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FLORIDA GAS TRANSMISSION COMPANY 


MOODY'S 10 NATURAL GAS TRANSMISSION COMPANIES 


EARNINGS AND DIVIDENDS TO FOURTH QUARTER PRICES 
1955-1966 


QQ) (2) (3) 
Earnings- Dividend- Dividend 

Year of Price Price Pay-Out 
Acquisition Ratio Ratio Ratio 
1955 6.79% 4.31% 63.5% 
1956 6.92 4.54 65.6 
1957 8.02 5.11 63.7 
1958 5.52 4.02 72.8 
1959 4.44 73.0 
1960 4.66 73.4 
1961 4.33 75.0 
1962 4.23 60.1 
1963 4.37 68.2 
1964 3.95 63.5 
1965 4.33 63.7 


1966 5.25 62.0 


Source: Schedule 47. 
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FLORIDA GAS TRANSMISSION COMPANY 


Schedule 53 of Exhibit No. FG-30 was not 
updated, but the summary for this group 
has been updated on Schedule 52, Page 74. 
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FLORIDA GAS TRANSMISSION COMPANY Page 82 
CHART IIL 


RELATIONSHIP OF AVERAGE COMMON STOCK EQUITY RATIO 
AND PERCENT OF INCOME AVAILABLE FOR COMMON STOCK EQUITY 


13 Natural Gas Transmission Companies - 1966 
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® Average of Ratios 
® Average Based on Aggregates 


(ez) Florida Gas Transmission Company 
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FLORIDA GAS TRANSMISSION COMPANY Page 83 
CHART IV 


RELATIONSHIP OF AVERAGE COMMON STOCK EQUITY RATIO 
AND PERCENT OF INCOME AVAILABLE FOR COMMON STOCK EQUITY 


13 Nytural Gas Transmission Companies - 1966 


@®average of Ratios 


@average Based on Aggregates 


--- Florida Gas Transmission Co. at 30.5% Common 
Stock Equity Ratio 


+ Florida Gas Transmission Co. at an assumed 27% 
Common Stock Equity Ratio 


40 
AVERAGE COMMON STOCK EQUITY RATIO 
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FLORIDA GAS TRANSMISSION COMPANY 


13 NATURAL GAS TRANSMISSION COMPANIES 
RELATIONSHIP OF AVERAGE C “MON STOCK EQUITY RATIO AND 
PERCENT OF INCOME AV. -LABLE FOR COMMON STOCK 

1966 


Average Common Percent of Income 
Stock for 
Compan Equity Ratio Common Stock 


Colorado Interstate Gas Co. 36.07 64.01 
Commonwealth Natural Gas Corp. $0.52 78.74 
El Paso Natural Gas Co. 20.58 41.36 
Mississippi River Transmission Corp. 34.99 71.18 
North Carolina Natural Gas Corp. 23.25 30.02 
Northern Natural Gas Co. 37.31 61.14 
Pacific Gas Transmission Co. 20.94 29.62 
Panhandle Eastern Pipe Line Co. 25.78 63.26 
Southern Natural Gas Co. 47.09 75.58 
Texas Eastern Transmission Corp. 21.39 45.00 
Texas Gas Transmission Corp. 38.52 63.62 
Transcontinental Gas Pipe Line Corp. 20.73 50.99 
Transwestern Pipeline Co. 28.51 44.13 


Average of Ratios 31.21 55.28 


Average of Aggregates 26.71 $3.45 


Florida Gas Transmission Company 37.39 50.57 


Source: Computed from individual company data supplied in Moody's Public 
Utility Manual 1967 and Annual Reports to Stockholders. 
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FLORIDA GAS TRANSMISSION COMPANY 


13 NATURAL GAS TRANSMISSION COMPANIES 
RELATIONSHIP OF AVERAGE COMMON STOCK EQUITY RATIO AND 
PERCENT OF INCOME AVAILABLE FOR COMMON STOCK 

1966 


Values of X_and Y Implicit in the Curve 
Change in Corresponding 


xX Change in Y 


0-5 14.35 
5-10 10.96 
10-15 9.06 
15-20 7.70 


20-25 6.84 
25-30 6.10 
30-35 5.48 
35-40 4.98 


40-45 
45-50 
50-55 
55-60 


60-65 
65-70 
70-75 
75-80 


80-85 

85-90 

90-95 

100 95-100 


Florida Gas Transmission Company 
63.02 
55.68 
51.52 
« 


1/ To reflect August, 1967 financing. ———————_——-—— 

2/ Formula used in computing values of Y: Y = / 1691.7 - X + 282.26 X - 41.13 « 
The radius of the circle used to derive this formula = 14. awe 

3/ Assumed ratio reflecting additional debt capital during 1968. 
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FLORIDA GAS TRANSMISSION COMPANY 


13 NATURAL GAS TRANSMISSION COMPANIES 


EQUITY POSITION FACTOR AND RATE OF RETURN 
1966 


Total Revenue including other income and interest 
charged to construction (000) $ 2,702,801 


Total expenses, including income taxes and other 
income deductions (000) $ 2,264,449 


Gross income (000) $ 438,352 
Income available for common equity (000) $ 234,319 
Average common equity (000) $ 1,508,186 
Average total capitalization (000) $ 5,646,209 
All-Expense ratio (Line 2 + Line 1) 83.78% 
Rate of capital turnover (Line 1 + Line 6) 479% 
Rate earned on average total capitalization (Line 3 + Line 6) 7.76% 
Rate earned on common stock equity (Line 4 + Line 5) 15.54% 
Average common stock equity ratio (Line 5 + Line 6) 26.71% 
Balance of revenue available for common (Line 4 + Line 1) 8.67% 
Balance of income available for common (Line 4 + Line 3) 53.45% | 
Implicit senior capital cost rate 
Leverage earnings 

a) Percent points (Line 10 - Line 9) 

b) Percent of equity earning rate (Line 15 + Line 10) 


Equity position factor (Line 10 + Line 9 and Line 13 + Line 11) 


pSource: Moody's Public Utility Manual, 1967 and Annual Stockholder Reports. 


Note: All ratios are computed on an aggregate basis. 
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FLORIDA GAS TRANSMISSION COMPANY 


THE DERIVATION OF RETURN RATIOS FOR FLORIDA GAS TRANSMISSION 
COMPANY AT A 37.39% COMMON STOCK CAPITALIZATION RATIO 
BY REFERENCE TO THE POSITION AND PERFORMANCE 
OF 13 NATURAL GAS TRANSMISSION COMPANIES 


Given relationships for Florida Gas Transmission: 


(1) Common equity capitalization ratio 37.39% 4 
(2) Senior capital ratio 62.61% 
(3) Senior capital cost rate 5.74% « 
(4) Percent of income required for common al 63.02% , 
(5) Percent of income available for senior capital 36.98% 


Derivations: 


(1) Senior capital cost component (Line (3), 5.74% X Line (2), 
62.61%) 

(2) Rate of return reqired on total capitalization (if senior 
capital cost component of 3.5938 is 36.98% of income, then 
100% of income is 3.5938 + 36.98) 


(3) Return component available for common (Total return rate 
minus senior capital cost component) 
(4) Required return on 37.39% common equity (Line B (3), 6-1242 
+ 37.39%) 16.379 


Thus: 


62.61% of senior capital at a cost of 5.74 = 3.594 
37.39% of common at a rate of 16.379 = 6.124 


Total average dollar rate 9.718% 


As derived by reference to curve of relationship between common equity 
capitalization ratio and balance of income available for common for 13 
natural gas transmission companies as set forth on Chart III and Sched- 
ule 57D. 
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FLORIDA GAS TRANSMISSION COMPANY 


THE DERIVATION OF RETURN RATIOS FOR FLORIDA GAS TRANSMISSION 
COMPANY AT _A_ 30.51% COMMON STOCK CAPITALIZATION RATIO 
BY_ REFERENCE TO THE POSITION AND PERFORMANCE 
OF _13 NATURAL GAS TRANSMISSION COMPANIES 


Given relationships for Florida Gas Transmission: 


(1) Common equity capitalization ratio 

(2) Senior capital ratio 

(3) Senior capital cost rate 

(4) Percent of income required for common a/ 

(5) Percent of income available for senior capital 


Derivations: 


(1) Senior capital cost component (Line (3), 6.00 X Line (2), 

69.49) 4.169% 
(2) Rate of return required on total capitalization (if senior 

capital cost component of 4.169 is 44.32% of income, then 

100% of income is 4.169% = 44.32) 9.407% 
(3) Return component available for common (overall return rate 

of 9.407% minus senior capital cost component of 4.169%) 5.238% 
(4) Required return rate on a 30.51% equity (Line B(3),5.238 + 

30.51) 17.168% 


Thus: 


69.49% of senior capital at a cost of 6.00 = 4.169 
30.51% of common at a rate of 17.168 = 5.238 


Total average dollar rate 9.407% 


As derived by reference to curve of relationships between common equity 
capitalization ratio and balance of income available for common for 13 
natural gas transmission companies as set forth on Chart IV and Sched- 
57D. 
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FLORIDA _GAS TRANSMISSION COMPANY 


THE DERIVATION OF RETURN RATIOS FOR FLORIDA GAS. TRANSMISSION 
COMPANY AT A 27.0% COMMON STOCK CAPITALIZATION RATIO 
BY REFERENCE TO THE POSITION AND PERFORMANCE 
OF 13 NATURAL GAS TRANSMISSION COMPANIES 


A. Given relationships for Florida Gas Transmission: 


(1) Common equity capitalization ratio 27.0% 
(2) Senior capital ratio 73.0% 
(3) Senior capital cost rate 6.145% 
(4) Percent of income required for common al 51.52% 
(5) Percent of income available for senior capital 48.487 


Derivations: 


(1) Senior capital cost component (Line (3), 6.145 X Line (2), 

73.0%) 4.486 
(2) Rate of return required on total capitalization (if senior 

capital cost component of 4.486 is 48.48% of income, then 

100% of income is 4.486 + 48.48) 9.253 
(3) Return component available for common (total return rate 

minus senior capital cost component) 4.767 
(4) Required return on 27.0% common equity (line B.(3), 4.767 

+ 27.0%) 17.656 


Thus: 


73.0% of senior capital at a cost of 6.145 = 4.486 
27.0% of common at a rate of 17.656 = 4.767 


Total average dollar rate 9.253% 


As derived by reference to curve of relationships between common equity 
capitalization ratio and balance of income available for common for 13 

natural gas transmission companies as set forth on Chart IV and Sched- 

ule 57D. 
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FLORIDA GAS TRANSMISSION COMPANY 


oe eee 


EQUITY POSITION FACTOR AND RATE OF RETURN 
1966 


Total Revenuc, including Other Income (000) 

Gross Income (000) 

Balance for Common (000) 

Average Common Equity for Year (000) $ 66,217 
Average Total Capitalization for Year (000) $ 177,120 
Equity Earning Rate (Line 3 + Line 4) 10.61% 


Rate of Return on Average Total Capitalization for 
the Year (Line 2 + Line 5) 


Equity Capitalization Ratio--Average for Year (Line 
4 + Line 5) 


Balance of Gross Income Available for Common Equity 
(Line 3 + Line 2) 


Balance of Total Revenue Available for Common Equity 
(Line 3 + Line 1) 


Leverage Earnings Percentage Points (Line 6 - Line 7) 


Leverage Earnings--Percent of Equity Earning Rate (Line 
11 # Line 6) 


Margin of Return (Line 2 + Line 23) 


Equity Position Factor (Line 9 + Line 8) 


Source: Based on individual company data obtained from Moody's Public Utility 
Manual, 1967. ~ 
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RECENT TRENDS IN MARKET PRICES 
FOR COMMON STOCKS OF UTILITY 
AND INDUSTRIAL ENTERPRISES 


INDEX NUMBERS 
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FLORIDA GAS TRANSMISSION COMPANY Sheet 1 of 2 


INDEX NUMBERS OF YEAR-END PRICES FOR A CONSTANT BOOK VALUE 
COMMON SHARE OF FOUR COMPARATIVE INDUSTRY GROUPS 
1959 = 100 


e5) (2) (3) (4) (5) | 


Year-End 4th Quarter Price per 

Book Value Market Constant Index Index 

per Share Price Size Share 1959 = 100 1952 = 100 
(221) ; 


Moody’ 125 

Industrials 
1952 $ 54.15 $ 77.81 
1955 68.36 141.14 
1956 72.16 147.32 
1957 78.03 132.09 
1958 81.05 170,38 
1959 84.91 190.66 


IS NeENNH 
es el ees 
BSSRegk 


1960 88.70 170.02 
1961 91.81 212.56 
1962 95.71 187.10 
1963 100.52 232.65 
1964 107.77 269.37 


rf 


on UwWwwwo 


NNRENE 
. 
oOrPUNN 


eae 


1965 114,21 298.91 
1966 122. 00(E) 248.60 


NN 
. 


Ub 


Moody's 24 
Electric 

Utilities 
1952 31.11 37.15 
1955 33.26 49.26 
1956 34.53 48.71 
1957 36.32 48.70 
1958 37.21 63.21 
1959 38.79 65.55 


we 
wo 


PRrPrPReE 
Pa fs 
ay 
SaRes 


1960 40.25 73.11 
. 1961 42.20 101.00 
1962 44.37 91.99 
1963 46.35 101.89 
1964 48.98 115.42 


rf 


S83 R8IsB8 


NNNNE 
ery 


1965 50.71 116.36 
1966 $2.75 104.79 


rN 
. 


Source: Moody's 125 Industrial Companies from Schedule 12. 
Moody's 24 Electric Utilities from Schedule 21. 


Note: All data are on a weighted average composite share basis as 
reported and computed by Moody's Investors Service, Inc. 
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FLORIDA GAS TRANSMISSION COMPANY 


INDEX NUMBERS OF YEAR-END PRICES FOR A CONSTANT BOOK VALUE 


ee ee  — ee 


COMMON SHARE OF FOUR COMPARATIVE INDUSTRY GROUPS 
1959 = 100 


(1) (2) (3) (4) 


Year-End 4th Quarter Price per 
Book Value Market Constant Index 
per Share Price Size Share 1959 = 100 
Moody's 10 ‘(momam es oe —== 
Natural Gas 
Distribution 
Companies 
1955 
1956 
1957 
1958 
1959 


1960 
1961 
1962 
1963 
1964 


1965 
1966 


Moody's 10 
Natural Gas 
Transmission 
Companies 
1955 16.41 37.85 
1956 17.94 39.88 
1957 19.57 36.79 
1958 19.99 49.30 
1959 21.23 44.57 


110.0 
105.7 

89.5 
117.6 
100.0 


ee 
Nw 
Ne 


INNRNKH 
rf 


; 
SB 


1960 23.24 47.90 
1961 23.91 52.85 
1962 23.63 45.62 
1963 24.87 52.45 
1964 26.90 59.28 


1965 28.89 60.48 99.5 
1966 31.25 51.94 79.0 


Source: Moody's 10 Natural Gas Distribution Companies from Schedule 35. 
Moody's 10 Natural Gas Transmission Companies from Schedule 47. 

Note: All data are on a weighted average composite share basis as 
computed from data in Moody's Public Utility Manuals, William 
B. Dana Company Bank & Quotation Records and Annual Stockholder 
Reports. 
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Statement F'(1) 
Page 1 of 3 


FLORIDA GAS TRANSMISSION COMPANY 
RATE OF RETURN CLAIMED 


Florida Gas Transmission Company (hereafter referred 
to as Company) claims that the fair and reasonable rate of 
return on its property subject to the jurisdiction of the 
Federal Power Commission exceeds 614%, but it has never- 
theless used 614% as the rate to be applied in compiling 
the cost of service statements in this filing. The reasons 
for using a 614% claimed fair rate of return, rather than 
some higher figure which could be justified, are many and 
varied ; but basically this figure has been used because there 
seems to be a good possibility of altogether eliminating the 
fair rate of return issue as one of the contested issues in 
this case. Put differently, the Company believes that expe- 
ditious determination in this case is much to be desired, and 
limitation of the claimed fair rate of return to 614% may 
be very helpful in this direction. 


* * * * * * 


10320 


In addition to furnishing the data required in the various 
F Statements as related to the Company and the Consoli- 
dated Group, additional material relating to the earnings 
of other gas transmission companies has also been assem- 
bled and is submitted herewith in Schedule F(5)-3. This 
information related to earnings of other companies fur- 
nishes proof, the Company submits, that the 614% claimed 
fair rate of return used in this filing is less than might 
justifiably be claimed and should therefore support the 
Company’s desire to expedite this proceeding by eliminat- 
ing fair rate of return as a contested issue. 


* * * * * * * 
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SraremMent F'(2) 
Page 1 of 2 


FLORIDA GAS TRANSMISSION COMPANY 
RETURN ON COMMON STOCK EQUITY RESULTING 
FROM THE CLAIMED OVERALL RATE OF RETURN 

OF 6.50% 


Line 
No. Description Amount Percent 


(1) (2) (3) 
Capitalization as at May 31, 1965 
Long Term Debt $ 96,851,000(a) 60.01% 
Common Stock Equity 64,543,385 39.99 


Total Capitalization $161,394,385 100.00% 


Cost of Capital as at May 31, 1965 
Overall Return Claimed $ 10,490,635 6.50% 
Cost of Long Term Debt 5,589,263 5.77 


Balance for Common 
Stock Equity $ 4,901,372 7.59% 


(a) Excludes $6,936,000 Maturing within one year. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Joseph C. Swidler, Chairman; L. J. 
O’Connor, Jr., Charles R. Ross, David S. Black, and 
Carl E. Bagge. 


Docket No. RP66-4 


Forma Gas Transmission ComPANy 


ORDER PROVIDING FOR HEARING, SUSPENDING 
PROPOSED REVISED TARIFF SHEETS ALLOW- 
ING PROPOSED REVISED TARIFF SHEETS TO 
BECOME EFFECTIVE SUBJECT TO REFUND, 
AND GRANTING MOTION FOR SHORTENED SUS- 
PENSION PERIOD 


(Issued September 30, 1965) 


Florida Gas Transmission Company (Florida Gas), on 
August 16, 1965, tendered for filing First Revised Sheets 
Nos. 27 and 63, to its FPC Gas Tariff, Original Volume 
No. 2, to become effective October 1, 1965, proposing an 
increase in its transportation rates and charges of approxi- 
mately $1,732,000 annually over the rates currently in ef- 
fect, based on data for the year ended May 31, 1965, as 
adjusted. 


In support of the proposed increase, Florida Gas states 
that the changes relate solely to the transportation rates 
(Rate Schedules T-1 and T-2) and are necessitated to re- 
cover increased costs related to such services. Addition- 
ally, Florida Gas states that its present transportation 
rates were established as a result of a settlement in the 
rate proceeding in Docket Nos. RP61-3, et al., approved by 
Commission order issued June 8, 1962, and that the trans- 
portation rates established therein did not include, among 
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other things, an allowance for federal income taxes. Flor- 
ida Gas states that the consolidated operating tax loss carry 
forwards of its parent and the subsidiary companies have 
been exhausted, and that the consolidated group is now in 
a tax-paying position. The amount of the proposed rate 
increase which is alleged to be caused by federal income tax 
liability is $1,665,000, or 96 percent of the total proposed 
increase. 


Florida Gas, on August 30, 1965, filed a motion herein, 
requesting that if its proposed increased rates were to be 
suspended, that the suspension period be shortened to thirty 
days rather than the five-month statutory maximum. In 
support of its motion, Florida Gas states that its proposed 
increase in rates is applicable directly to only two of its 
ultimate users, Florida Power Corporation (Florida Power) 
and Florida 
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Power & Light Company. Furthermore, Florida Gas states 
that, under the gas purchase contracts of those power 
companies, Sun Oil Company (Sun), the producer of the 
gas in the field, will be required to absorb more than 80 
percent of this rate increase. Thus, Florida Gas argues, 
the shortened suspension period would be a more reason- 
able balance of equities, in that Florida Gas will be per- 
mitted to collect its additional costs through the proposed 
increased rates, while the electric utility companies and 
Sun will be protected through the refund provision provided 
in the suspension order. 


Sun filed an answer and objection, on September 10, 
1965, to Florida Gas’ motion for a shortened suspension 
period, wherein Sun contends that Florida Gas has not 
proved that it will have to pay any income taxes or that 
an allowance for such taxes is required. Florida Power, 
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in its petition to intervene herein filed on September 13, 
1965, included a response to Florida Gas’ motion for a 
shortened suspension period, wherein it stated that it will 
have to pay approximately $300,000 of the proposed in- 
crease requested by Florida Gas, that it will pass this ad- 
ditional cost along to its customers through its fuel adjust- 
ment clause, and that a shirtened suspension period would 
complicate its problem of making refunds, if any, to its 
customers. Florida Power also alleges that Florida Gas 
has been accruing federal income taxes on its books, even 
though such taxes were not, in fact, paid and the Commis- 
sion found such accruals to be an improper accounting 
practice in Docket Nos. RP61-3, et al. Florida Power, 
however, acknowledges the fact that that issue has not been 
finally adjudicated and is now pending on appeal. 


We believe that a shortened suspension period would be 
proper and Florida Gas’ motion to that effect should be 
granted. If Florida Gas should sustain its burden of 
proving the lawfulness of its proposed rates, it will have 
been irreparably harmed for the period of suspension. 
If, on the other hand, Sun or Florida Power should be 
successful in controverting Florida Gas’ allegation, Florida 
Gas’ obligations as to refunds and interest provided here- 
in will serve as sufficient protection for them. Admittedly 
a refund obligation is not complete protection to ultimate 
consumers with respect to the usual application for a rate 
inerease (see F.P.C. v. Tennessee Gas Transmission Co., 
371 U.S. 145, 154-155), but this case is not the usual one. 
There are no ultimate consumers of gas involved in this 
proceeding, for whom a refund obligation would be ‘‘some- 
what illusory.’’ (371 U.S. 145, 154.) As heretofore noted, 
approximately 82 percent of the proposed increase will be 
borne by Sun. It will be the beneficiary to the same extent 
of any refunds 
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that may result from this proceeding, and such refunds 
would not be ‘‘trickling down’’ to ultimate consumers. 
Further, Florida Power’s contention that a shortened sus- 
pension would complicate the application of its fuel clause 
adjustment, and the relatively minor percentage of refunds 
it may receive, do not warrant suspension of the total in- 
crease proposed for the full five-month statutory period. 


In addition to the question of Florida Gas’ income tax 
liability, there are other issues raised by the data sub- 
mitted in justification of the proposed rate increase, in- 
cluding, but not limited to, allocation of costs, rate base, 
and depreciation. 


The Commission finds: 


(1) The rate increase contained in the revised tariff 
sheets tendered for filing-by Florida Gas on August 16, 


1965, has not been shown to be justified, and may be un- 
just, unreasonable, unduly discriminatory, preferential, or 
otherwise unlawful. 


(2) It is necessary and proper in the public interest and 
to aid in the enforcement of the provisions of the Natural 
Gas Act that the Commission enter upon a hearing con- 
cerning the lawfulness of the rates, charges, classifications 
and services contained in Florida Gas’ FPC Gas Tariff, 
and that proposed First Revised Sheets Nos. 27 and 63 to 
Original Volume No. 2 be suspended and the use thereof 
deferred as hereinafter provided. 


(3) It is necessary and proper in the public interest and 
to aid in the enforcement of the provisions of the Natural 
Gas Act that the increase in transportation rates contained 
in Revised Sheets Nos. 27 and 63 to Florida Gas’ FPC 
Gas Tariff, Original Volume No. 2, be made effective as 
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hereinafter provided and that Florida Gas be required to 
file a motion and an undertaking as hereinafter ordered. 


(4) The motion by Florida Gas for a shortened suspen- 
sion period should be granted as hereinafter provided. 


10658 
The Commission orders: 


(A) Pursuant to the authority of the Natural Gas Act, 
particularly Sections 4 and 15 thereof, the Commission’s 
Rules of Practice and Procedure and the Regulations under 
the Natural Gas Act (18 CFR, Chapter I), a public hearing 
shall be held on a date fixed by notice from the Presiding 
Examiner as hereinafter provided, concerning the law- 
fulness of the rates, charges, classifications and services 
contained in Florida Gas’ FPC Gas Tariff, as proposed 
to be amended by First Revised Sheets Nos. 27 and 63 to 
Original Volume No. 2. 


(B) Pending such hearing and decision thereon, Florida 
Gas’ proposed revised tariff sheets, identified in Paragraph 
(A) above, are suspended and their use deferred until 
November 1, 1965; Provided, however, that, within 20 days 
from the date of this order, Florida Gas shall file a motion 
as required by Section 4(e) of the Natural Gas Act and 
concurrently execute and file with the Secreta 


ss Florida Gas is advised to 
after the date of filing such 
d undertak- 


(C) Florida Gas shall 
amount to persons entitled thereto, and in such manner 
as may be required by final order of the Commission, the 
portion of rates and charges found by the Commission in 
this proceeding not justified, together with interest there- 
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on at the rate of 7 percent per annum from the date of 
payment to Florida Gas until refunded; shall bear all costs 
of any such refunding; shall keep accurate accounts in 
detail of all amounts received by reason of the tariff shects 
made effective as of November 1, 1965, for each billing 
period, specifying by whom and in whose behalf such 
amounts were paid; and shall report in writing (original 
and four copies) and under oath to the Commission month- 
ly, for each billing period and for each customer, the amount 
charge to such customer for transportation of natural gas 
as computed under the tariff sheets in effect immediately 
prior to November 1, 1965, and under the tariff sheets 
allowed herein to become effective, together with the dif- 
ferences in the revenues so computed. 
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(D) As a condition of this order, Florida Gas shall exe- 
cute and file in triplicate with the Secretary of this Com- 
mission, its written agreement and undertaking to comply 
with the terms of paragraph (C) hereof, signed by a re- 
sponsible officer of the corporation, evidenced by proper 
authority from the Board of Directors, and accompanied 
by a certificate showing service of copies thereof upon all 
customers under the tariff sheets involved as follows: 


Agreement and Undertaking of Florida Gas Transmis- 
sion Company to comply with the Terms and Conditions 
of Paragraph (C) of Federal Power Commission’s order 
issued , 1965, In Docket No. RP66-4. 


In conformity with the requirements of the order is- 
sued , 1965, in Docket No. RP66-4, Florida 
Gas Transmission Company hereby agrees and under- 
takes to comply with the terms and conditions of 
Paragraph (C) of said order, and has caused this 
agreement and undertaking to be executed and sealed 
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in its name by its officers, thereupon duly authorized 
by accordance with the terms of the resolution of its 
Board of Directors, a certified copy of which is ap- 
pended hereto this day of , 1965. 


Frormwa Gas Transmission Company 


Attest: 


Secretary 


(E) If Florida Gas shall, in conformity with the terms 
and conditions of its agreement and understaking, make 
the refunds as may be required by order of the Commis- 
sion in this proceeding, the undertaking shall be dis- 
charged; otherwise, it shall remain in full force and effect. 


(F) The dates for service of testimony by the Commis- 
sion staff and interveners, the date for a prehearing con- 
ference and the designation of the Presiding Examiner will 
be specified by a future order of the Commission. 


(G) The motion by Florida Gas for a shortened suspen- 
sion period is granted to the extent provided in paragraph 
(B) above. 


By the Commission. Commissioner Ross dissenting filed 
a separate statement appended hereto. 


(SEAL) 


Joseph H. Gutride, 
Secretary. 
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(Issued September 30, 1965) 


Ross, Commissioner, dissenting: 


I dissent to the shortened suspension period provided 
in the order. In my opinion, the Natural Gas Act con- 
templates that only those rates found to be just and rea- 
sonable by the Commission should be charged by natural 
gas companies. This policy is explicitly set forth in Section 
4(a) of the Act which states: ‘‘ All rates and charges made, 
demanded, or received by any natural-gas company... 
shall be just and reasonable. . . .’’ However, in order 
to preclude an arbitrary Commission from unjustifiably 
delaying action on possibly meritorious rate increase filings, 
a provision was included in Section 4(e) allowing in- 
creased rate filings to become effective, subject to refund, 
after they had been on file for a period of five months 
without a Commission determination of their justness. 


While, under current procedure, it is seldom possible to 
complete consideration of rate increase filings within that 
period of time, the overriding intent of Section 4(a) re- 
mains true. This background, I think, explains why the 
Commission generally suspends rate increases that may be 
unjust or unreasonable for the full period of time provided 
by the statute. 


In this case, the rate increase proposed by Florida Gas 
has not been shown to be just and reasonable. Obviously, 
the mere fact that Florida Gas may incur, or may have 
incurred, additional costs in but one category, i.e., federal 
income taxes, far from establishes the need of the company 
for additional revenues. To the contrary, a consideration 
of all of the costs of Florida Gas is required, as the ma- 
jority implies on page 3 of the order. For all the Com- 
mission knows at this point pending determination of the 
overall cost of service of Florida Gas, a rate decrease 
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rather than an increase may be the proper remedy in this 
proceeding. Indeed, the Commission order itself clearly 
finds that the proposed rate increase ‘‘has not been shown 
to be justified, and may be unjust, unreasonable, unduly 
discriminatory, preferential, or otherwise unlawful.”’ 


Thus, this situation differs essentially from, for example, 
the rate filing by Utah Power and Light (Docket No. E- 
7127) which the Commission suspended for a period of 
only one day in view of information showing a reasonable 
likelihood that the proposed increase was required. Ul- 
timately, that rate increase was found to be just and rea- 
sonable and the proceeding was terminated. Yet, in that 
case, two members of the present majority dissented to 
the shortened suspension period! 


The majority recites two reasons why it thinks that this 
is not the usual case; but these ‘‘reasons’’ are not con- 
vineing. First, the majority states that Florida Gas may 
be irreparably harmed if it should sustain its burden of 
proving the lawfulness of its proposed rates. However, 
this much is true in every case and hardly constitutes a 
basis for granting Florida Gas special treatment. More- 
over, this suggestion directly conflicts with 
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the majority’s above-cited finding that the proposed rate 
has not been shown to be justified and may be unreasonable. 


Secondly, the majority indicates that we are not faced 
with the usual problem with respect to the flow-through 
of any refunds that may be ordered since a relatively small 
amount of the refunds would be borne by ultimate con- 
sumers by operation of Florida Power’s automatic fuel ad- 
justment clause. The proposed rate increase raises Florida 
Power’s rates approximately $300,000 annually. In my 
opinion, it is bad policy to base a suspension period on the 
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dollars involved. If the rate inerease had been $600,000, 
would the majority have suspended for two months? In 
any event, this approach ignores the basic policy of Sec- 
tion 4(a) of the Act upon which Sun Oil Company, which 
will bear the brunt of this increase, as well as ‘‘ultimate 
consumers”’ has a right to rely. 


Cartes R. Ross 
Charles R. Ross, Commissioner 


* * * * * * 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Lee C. White, Chairman; L. J. 
O’Connor, Jr., Carl E. Bagge, and John A. Carver, Jr. 


Florida Gas Transmission Company ) Docket No. RP66-4 
Order Prescribing Hearing Procedure 
(Issued October 10, 1966) 


Florida Gas Transmission Company (Respondent), on 
August 16, 1965, tendered for filing First Revised Sheets 
Nos. 27 and 63 to its FPC Gas Tariff, Original Volume No. 
2, to become effective October 1, 1965, proposing an increase 
in its transportation rates and charges of approximately 
$1,732,000 annually over the rates currently in effect, based 
on data for the year ended May 31, 1965, as adjusted. 


The Commission, on September 30, 1965, ordered a hear- 
ing on the lawfulness of Respondent’s rates, charges, clas- 
sification and services as proposed to be amended. It also 
suspended and deferred the use of the proposed tariff 
changes until November 1, 1965, and provided for filing 
of a motion required by Section 4(e) of the Natural Gas 
Act, with the Agreement and Undertaking described in 
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Paragraph (D) of the Order. The Motion and Agreement 
and Undertaking were filed on October 18, 1965. 


Florida Public Utilities Commission filed a Notice of In- 
tervention. Petitions to Intervene were filed by Mobil Oil 
Corporation (formerly Socony Mobil Oil Company, Inc.), 
Florida Power & Light Company, Sun Oil Company, and 
Florida Power Corporation. The Commission permitted 
participation of the four above-named petitioners in this 
proceeding by Order issued October 21, 1965. 


Our Order issued September 30, 1965 also stated that the 
dates service of testimony by the Commission staff and in- 
terveners, the date for a prehearing conference, and the 
designation of the Presiding Examiner would be specified 
by a later order of the Commission. 
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The Commission orders: 


(A) Pursuant to the Commission’s Rules of Practice and 
Procedure particularly Sections 1.27, 1.30(j), and 3.4(e) (6) 
thereof, Presiding Examiner William L. Ellis shall preside 
at the prehearing conference hereinafter provided, and at 
subsequent prehearing conferences and hearings which he 
may deem appropriate in these proceedings and to render 
an Initial Decision on all issues. 


(B) Florida Gas shall serve its complete case-in-chief 
on all issues upon all parties of record, including the Com- 
mission Staff, on or before November 7, 1966. 


(C) All other parties of record, including the Commis- 
sion Staff desiring to present evidence on any issue shall 
serve their testimony and exhibits on or before December 
19, 1966. 


(D) Pursuant to Section 1.18 of the Commission’s Rules 
of Practice and Procedure, a prehearing conference before 
the Presiding Examiner shall commence at 10:00 a.m. 
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(EST) on January 11, 1967, in a hearing room of the Fed- 
eral Power Commission, 441 G Street, N. W., Washington, 
D. C., 20426, for the purpose of defining the issues, reach- 
ing an agreement and stipulation thereon and on any facts 
relevant to this matter, and, if necessary, to prescribe pro- 
cedure for hearing herein. 


By the Commission. 
Josera H. Gurrivg, 
(SEax) Secretary. 


* * * * - 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Florida Gas Transmission Company 
Prehearing Conference Report 
(March 14, 1968) 

The prehearing conference directed by the Comission’s 
order of July 19, 1967, was held on February 20, 1968, with 
all parties participating, including quite a number of new 
interveners and petitioners to intervene. 

The hearing date was set for April 2, 1968, at 2:00 P.M., 
and the order of witnesses for cross-examination was an- 
nouneed, see 1612807. (The record, transcript pagina- 
tion, and exhibit numbering continue in sequence following 
those of the previous hearing in RP66-4.) 

Certain matters were settled upon by stipulation, or 
otherwise determined, as follows: 

(1) The item of interest earnings mentioned at 16T2566 
or $241,411, is correct as to the amount, but its application 
is disputed (16T2695). 

(2) The item of construction cost disallowed by a previ- 
ous FPC opinion and now pending in court continues to be 
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subject to the stipulation entered into at 11T1727 (16T- 
2696). 


(3) Papers filed with the new rate sheets under RP68-18 
are not for consideration here unless brought in as evi- 
dence or unless the cases are consolidated (16T2719). 


(4) Test year: For the ‘‘locked-in’’ rates, that is, T-1 
and T-2 from November 1965 to May 1968, the rates will 
be determined so far as possible on the basis of costs in- 
curred for the entire period, not on a test year alone. For 
the future rates, the test year is the twelve months to 
end April 30, 1969 (1612732, 2793). 
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(5) Rate of return: The allowable rate of return for the 
locked-in period on rates T-1 and T-2 is determined on the 
basis of the company’s filing and evidence, and on the evi- 
dence of the other parties, as 6.5 percent, but the company 


is free to furnish for the record contention or argument 
for a higher rate, for use on review. This conclusion has 
no application or reference to the rate of return for other 
rates or for later periods (1612755, 2793). 


(On the matter of consolidated income tax, see the opin- 
ion of the United States Court of Appeals for the Fifth 
Circuit dated March 5, 1968, in the case of Florida Gas 
Transmission Company v. Federal Power Commission, No. 
21957.) 


This report, with emendations as may be called for at 
the opening session, will be included in the transcript for 
April 2, 1968. 

Wuium L. Exus 
William L. Ellis 
Presiding Examiner 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Docket No. RP66-4, RP68-1 
Frorwa Gas TrRansMIssion COMPANY 
Docket No. RP69-2 
Frorma Gas TRANSMISSION COMPANY 


Presiding Examiner's Initial Decision on Rate of Return 
Issue Only 


(Issued January 6, 1969) 
TABLE OF CONTENTS 


. Nature of the Case 


. Purview of the Three Dockets and Procedural 
Resume 
(A) 1965 - 1968: RP66-4 
(B) June 1968 - Feb. 1969: RP68-1 
(C) Feb. 16, 1963, et seq.: RP69-2 


. Chronology of the Three Proceedings ........- 
7, The Florida Story 

. Current Rate Precedents ........-++eeeeeeeee 

. Rate Allowance to June 1968 (RP66-4) 

. Rate Allowance to February 1969 (RP68-1).... 33 
. Rate Allowance after February 16, 1969 (RP69- 


(A) Debt Cost Component 
(B) Equity Return Allowance 


. Findings and Order 
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APPEARANCES 
LT. William Donovon for Florida Gas Company 


Leon M. Payne, R. Y. Patterson, Jr., N. E. Duke, and 
Thomas F. Brosnan for Florida Gas Transmission 
Company 

B. Kenneth Gatlin for Florida Public Service Commission 

Stanley M. Morley, Robert E. May and Philip Endom for 
Sun Oil Company 


Harry A. Poth, Jr., Richard M. Merriman and Peyton G. 
Bowman, III, for Florida Power and Light Company 


E. H. Dunn, Jr., S. A. Brandimore, J. David Mann, Jr., and 
Mario F. Escudero for Florida Power Corporation 


John W. Glendening, Jr. and John S. Schmid for Peoples 
Gas System, Inc. 


William R. Duff for Florida Public Utilities Company 
Paul L..Muilenburg for General Services Administration 


Engene E. Threadgill for Central Florida Gas Company, 
Gainesville Gas Company and Southern Gas & Elec- 
tric Corporation 


James F. Fairman for Gainesville Utilities Department 
Francis J. McShalley, Ronald D. Eastman and J. Cary 
Barton for the Staff of the Federal Power Commission 
Exus, Presiporne Examiner: 
I. Nature or THE Case 


This is the rate of return decision only in the captioned 
group of rate cases, all involving the Florida Gas Trans- 
mission Company, whose pipe line extends from Texas’ 
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Rio Grande to Florida’s Biscayne Bay. Under both Sec- 
tions 4 and 5 of the Natural Gas Act, they involve rate in- 
creases, some of which have been in effect since 1965, some 
rate decreases which went into effect in June 1968, other 
rate increases scheduled to go into effect in February 1969, 
and a general inquiry into other 
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rates. The first two dockets listed have been consolidated, 
the third has not, but the single issue of rate of return, 
as presented in all three cases, is herewith decided. 


It is emphasized that, for present purposes only, this 
decision accepts and utilizes the company’s presentation 
on all other matters in issue, including rate base, costs in- 
cluded in its cost of service (including income tax method 
of computation), allocations among its several classes of 
service, rate form and design. The resolution of those 


numerous questions in a subsequent decision may involve 
some rate of return consequence; what is now covered 
and decided is the validity of the several rates charged 
and to be charged, as that ultimate question is affected 
solely by the rate of return claimed, anticipated, realized 
and to be realized. 


Il. Purview or tHe Tree Dockets 
AND ProcepuraL REsuME 
Rate levels and rate charges summarized: 


The following table summarizes the rates formerly 
charged, the changes in the transportation rates in 1965, the 
reduction in rates which took place in 1968 and the in- 
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creases proposed for 1969 and thereafter, as a result of 
all three dockets: 


Cents per MMBTU 
Period T-1 T-2 T-3 G 


Rates Effective Immediately 

Prior to November 1, 1965 

(Settlement Order of June 

8, 1962 27 FPC 1123) 14.5¢ 18.5¢ _ 57.0¢ 
November 1, 1965-June 10, 1968 

(Docket No. RP66-4) 17.9 21.9 - 57.0 
June 10, 1968 to date 

(Docket No. RP68-1) 16.0 20.0 16.0* 54.7 
Rates to begin after 

February 16, 1969 

(Docket No. RP69-2) 18.1 22.1 18.1 57.6 


* Effective June 9, 1968 as an initial rate not subject to suspension. 
12384 
(A) 1965 to 1968 (RP66-4): Significant because about half 
the company’s gas business comprises the carriage of nat- 


ural gas for the account of two power companies, RP66-4 
began over three years ago as an increase in the trans- 


portation rates charged for that service. 


“T-1”’ is the rate schedule for transporting 50,000 
MMBTU? per day from Louisiana to power plants in 
Florida, especially around the Tampa-St. Petersburg area. 
For this service the 
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1965 charge was 14.5 cents per MMBTU, which, after sus- 
pension, was increased on November 1, 1965 to 17.9 cents. 
That increased rate remained effective until June 10, 1968, 
when it was reduced and became the subject of the follow- 
ing docket. 


‘*T-2”’ is the company’s rate schedule for the transporta- 
tion of the Florida Power & Light Company’s gas from 


1 The company states its charges in terms of MMBTU per day, that is, 
1,000,000 BTUs, or 10 therms, meaning the volume of gas containing that 
quantity of heat potential. It equals one Mef of gas whose property is 1,000 
BTUs per cubic foot, and thus contains its own built-in BTU adjustment 
clause. 
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points in Texas to its several plants in Florida, much of it 
to the Miami area, for total of 90,000 MMBTU per day. 
The rate in 1965 was 18.5 cents; and on November 1, 1965, 
after suspension, it too was raised by 3.4 cents to 21.9 cents 
per MMBTU. Both services are firm, steady, and full 
load factor. 


It is important to note first, that RP66-4 is for a ‘‘locked- 
in’? period, from November 1, 1965, for nearly 32 months 
until the rates were reduced by Commission action in con- 
nection with a major expansion which went into service on 
June 9, 1968. Second, that RP66-4 covers these two rates 
only and is not concerned with the company’s direct sales 
(whose rate, of course, is not jurisdictional to the Com- 
mission), nor the company’s sales for resale under its 
“¢@? firm service schedule, or its ‘‘1’’ interruptible resale 
service, the rates for which were not changed during 
this period. Third, there is a four-cent differential, main- 
tained from the beginning and still in effect, between the 
rate for the transportation from Louisiana to middle 
Florida (T-1) and the rate for the transportation from 
Texas to various points in Florida, especially Miami (T-2). 
Fourth, it is claimed to be significant that the increase is 
borne mostly by the supplier of gas, not by the power 
companies, since, under the power companies’ arrange- 
ments for their gas supply purchases in Louisiana and 
Texas, the producer (the Sun Oil Company) undertakes 
largely to indemnify the two power companies against in- 
creases in the transportation costs incurred, with the effect 
that 82% of the increase already paid is reported to have 
been reimbursed to the power companies by reduction in 
the purchased gas price.” The amount of increase col- 


2 The point is that under its gas sales contracts with the power companies, 
Sun Oil Company must absorb one-half of any increase in the transportation 
costs in connection with its sales to the Florida Power Corporation and all of 
the increases for its sales to Florida Power & Light, 1T266. 
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lected by the gas transmission company in these two rates 
during the two 
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and one-half year period exceeds $4.5 million. The rate 
of return nominally claimed by the company in its 1965 
rate filing was 6.5% over-all, while the rate of return 
realized was 6.98%, according to the company books. Hach 
one-tenth of one percent on the over-all rate of return 
translates to a collection or refund of $279,100, not per 
year but over the entire 32 months. The only present 
issue is what refund, if any, is required as a result of the 
charging of rates for that period which operated in fact 
to produce 6.98% over-all rate of return. 


(B) June 1968-F eb. 1969 (RP68-1): Now consolidated with 
the above case, RP68-1 is a general investigation of all the 
jurisdictional rates of Florida Gas, under both Sections 
4 and 5 of the Natural Gas Act. For the company’s trans- 


portation service described above (T-1 and T-2) and for 
the company’s sales for resale (Schedules G and I) the 
period covered by effective action under RP68-1 begins 
with June 10, 1968 (the closing date for RP66-4, above) 
and ends on February 16, 1969. 


The point is that the effective date, June 10, 1968, marks 
the beginning of a greatly expanded scope of service in 
operation of the company as a result of a certificate case 
which appears at 37 FPC 424, which was Opinion No. 516 
of March 1, 1967, authorizing a 42% increase in the pipe- 
line company’s facilities. It also authorized a new trans- 
portation service for Florida Power & Light Company 
under a new rate schedule, called T-3, the initial rate for 
which is 16 cents per MMBTU, for service beginning June 
9, 1968. Effective that same day—with the greatly in- 
creased capacity now in effect and expected lowered costs— 
the Commission certificate in Opinion 516 required certain 
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reductions in all of the other rates (except one), amount- 
ing to about two cents per MMBTU. That completion date 
turned out to be June 9, 1968; and after a one-day suspen- 
sion of the rate reductions so ordered, the newly reduced 
rates went into effect on June 10, 1968, and continue in 
effect as of now. 


The termination date for the effectiveness of this docket, 
February 16, 1969, comes about as a result of an entirely 
new increase, which is the subject of the third docket, 
RP69-2, as explained below. The three rates which are, in 
practical 
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effect, in question for this nine-month period are the newly- 
reduced T-1 and T-2 rates for transportation and the G 
rate for firm resale service. The third transportation rate 
(T3, which started on June 9, 1968) is an initial rate, not 
subject to suspension and, like the ‘‘I’’ rate (which has 


not yet been changed) is subject to Commission revision 
only in futuro from the date of the effective order. Since 
that date can hardly be expected to precede February 16, 
1969, the questions relating to ‘‘T-3’’ and ‘‘I’’ are remitted 
to the third docket, which is explained below. 


The immediate issue in RP68-1 is the validity of the 
rates charged for transportation under T-1 and T-2 and 
the rates charged for firm resale service under Schedule G 
during the nine-month period from June 10, 1968, until 
February 16, 1969, insofar as that question, the validity of 
those rates, is affected by the rate of return developed and 
shown by the company from its books. Their rate evidence 
in RP68-1, filed in October 1967, showed a rate of return of 
7.2%, equating to 10.5% return on equity (Exh. FG53, 
16T2488). By the time the rate case came on for hearing 
in April of 1968, the sharp increase in the average debt 
cost or interest expense had made the equity return goal 
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of 10.5% quite out of reach; it is now the company’s case 
that the actual earnings for the nine-month period ending 
February 16, 1969 are so distinctly below the 7.2 over-all 
rate contended for a year ago, and are so below, indeed, 
anyone’s recommendation in the record, that no case at 
all remains and the file should be closed. 


Their brief develops two rates of return actually earned 
on an over-all basis, namely 6.71% on the transportation 
service (T-1, T2 and T3) and 6.88% on the resale service 
(Gand I). These equate to returns on equity of 8.02 and 
8.68 percent, respectively. For this docket the Staff recom- 
mendation is that the return ‘‘should not exceed 7%”’ 
(brief, page 28) or ‘‘somewhere between 654 and 7 per- 
cent’? (brief, page 31), it appearing that 7% would produce 
9.01 on equity. No other recommendation is in the record. 
Thus, no issue has been joined on rate of return in RP68-1, 
but this does not mean that Florida Gas should now ‘‘be 
relieved from the obligation of making any refunds”’ appli- 
cable to the RP68-1 period, such as Florida, now feeling its 
strength, opines. It still remains 
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for development in later decision and from the other briefs 
whatever questions there may be as to the verity of the 
costs claimed, the allocation of those costs to each particu- 
lar service, the rate base, tax questions and others affect 
ing the validity of each rate as actually charged. 


(C) Feb. 16, 1969, et seq. (RP69-2): This is a Section 4 
rate increase proceeding, not formally consolidated with 
the above but relying substantially on the same record. It 
began with a filing last August, under which Florida Gas 
proposed— 
(a) to increase each of its transportation rates by 2.1 
cents (to make T-1, T-2 and T-3 18.1¢, 22.1¢ and 18.1¢ 
respectively) ; 
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(b) to increase the firm service resale ‘‘(G)’’ by 2.9 
cents to 57.6 cents per MMBTU; and 


(ce) to raise the interruptible resale rate ‘‘(I)’’ by 6 
cent to reach 33.6 cents. 


The rates are a little more than last June’s rate de- 
creases. The Commission suspended the latest increases 
until February 16, 1969 ‘‘at which time Florida Gas in- 
tends to make them effective.’’ (Florida’s general brief, 
page 5). What these rate changes amount to, in sum, is 
an increase in the total revenues from jurisdictional serv- 
ices of $3.35 million over expected revenues of $73.75 mil- 
lion under present rates. 


There is some ambiguity about the actual effective date 
of the increase which the Commission suspended until 
February 16 next year. Another brief of the company 
says on that date, February 16, 1969, the present rates 
‘will be superseded by the increased rates’’; but the same 


brief adds on page 4, ‘‘Because of a moratorium provision 
applicable to Rate Schedules G and I, the increased rates 
fall short by $500,000 of returning a full 714% return on 
these resale services. 


Seven and one-half percent is the return which the filing 
in RP69-2 contemplates, equating to a 10.79% return on 
common equity; it is the sum and substance of the com- 
pany’s case here. The moratorium has reference to a 
provision in the 
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Commission’s certificate order of June 8, 1965, CP65-165, 
33 FPC 1223, authorizing a 23% expansion in the com- 
pany’s facilities and capacity, but the Commission’s order 
contains ‘‘the express condition” that the company shall 
not make a rate filing to increase its G rate above 57 cents, 
or the I rate above 33 cents, until (a) the end of three years 
of operation of the expanded system, or (b) January 1, 
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1970, whichever is earlier (with an exemption for certain 
increases in tax costs). An entry in the Commission’s 
official docket, CP65-165, records the company’s letter re- 
porting that the authorized service under the facilities 
commenced on July 15, 1966 (see also 1011537) which would 
make the moratorium period expire July 15, 1969. The 
effect of this aspect is dealt with below. 


The record and the interim order request: A word is re- 
quired about the record for RP69-2. It was the Commis- 
sion’s order, as contained in its suspension order of Sep- 
tember 13, 1968, that procedures be developed to avoid 
retrial of basic rate principles, method and issues already 
being briefed in the above cases, and a prehearing confer- 
ence was scheduled for September 25, 1968. 


At the prehearing conference there were represented 
the Florida Gas Transmission Company, the Staff, the two 
electric power companies receiving the transportation serv- 
ice, Sun Oil Company as the latters’ virtual underwriter, 
and quite a number of the resale distribution customer 
companies. There developed an immediate if unwonted 
unanimity for an interim order procedure on rate of re- 
turn, contemplating a bifurcation of the case with separate 
briefing and argument, and joinder in a motion to omit 
the initial decision on rate of return, the main purpose 
being to seek a final decision on that issue by the time the 
new rates are scheduled to go into effect in February 
1969. (54T7065). 


It was agreed by all hands that the completed record in 
RP68-1 and RP66-4 should remain available and be con- 
sidered as a part of the record in RP69-2 (5417104). The 
significant new issue in RP69-2 is the rate of return ques- 
tion, since the company now claims 714% over-all—as com- 
pared with 7.2 for the nine months ending next February 
(RP68-1) and 6.98% return on the transportation service 
during the 32 months preceding 
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last June (RP66-4). Otherwise the same issues remain 
for disposition as in the first two cases, those relating to 
rate base, income tax methodology including joint return 
allocation and liberalized depreciation, cost allocations, zon- 
ing or mileage method of costing and rate design for the 
retail service. 


On behalf of four of the 30 or so customer distributor 
companies (Central Florida Gas Corporation, Gainesville 
Gas Company, Miller Gas Company, and Southern Gas & 
Electric Corporation), Counsel Threadgill, supported by 
Counsels Duff for Florida Public Utilities Company and 
Glendening for Peoples Gas Utilities, pointed out that the 
problems and questions and issues such as those just re- 
ferred to are recapitulated in the several cases, but the 
controlling facts and figures for 1969 (RP692) are very 
much different because of the 50% expansion in the com- 
pany’s facilities and operations which came on the line 
last June. Thus, while the rules of decision applicable to 
the new rate increase in RP69-2 may logically be applied 
from the Commission’s final decision in the above two cases 
(briefing on which has just now been completed), the data 
to be used for application of those principles would be 
very much suspect and in disagreement until after at least 
one season’s operations under the newly expanded system. 
This suggests, in effect, that the appropriate test year for 
RP69-2 should really be the 12 months ending in June 
1969, covering the first full year of operations and per- 
mitting actual figures from the books to govern rather 
than arguable allocations and projections. All of these be- 
come most significant if there be adopted the Staff’s pro- 
gram fora demand-commodity rate structure for the cities, 
and in any event they are for consideration in allotting the 
costs of service between the transportation customers and 
the resale customers. 
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As a result, the prehearing conference joined with appar- 
ent unanimity in the program for RP69-2 as follows: 


(1) an early and separate decision on the rate of re- 
turn issue, since the suspension period ends in Feb- 
ruary 1969; 


(2) on other matters to be later covered, the rules of 
decision and governing principles for RP69-2 to be 
found so far as practicable in the Commission’s final 
decision in RP68-1, when that shall have transpired; 
and 
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(3) those rules and principles to be applied to the 
actual facts of the company’s operations which take 
place during the first year under the expanded system, 
or at least the end of the year following the current 
winter season. 


There were some possible or conceivable reservations on 
whether the allocation principles to be settled in RP68-1 
will fit the new facts now being developed in RP69-2; and 
the program so agreed upon, 5417098, is not regarded as a 
stipulation or a settlement but rather as an agreed modus 
vwendi. It contemplates that, after the new data becomes 
available at the end of the current season and after the 
final decision is available in RP68-1, the company will 
formulate a proposal to apply the rules from the one to 
the facts of the other and a further prehearing conference 
will convene to learn whether settlement can be achieved on 
that basis or whether counter-evidence is needed and a 
further hearing required, before RP69-2 can go to final 
order. 


Briefing: Accordingly, all parties concurred in the Staff 
Counsel’s motion for omission of the initial decision and 
immediate reference of the record to the Commission for 
decision on the rate of return issue only, in all three dockets, 


351 


(12391) 


but the motion was denied by the Commission’s order of 
October 9, 1968. The briefing schedule already announced 
continued in force, and briefs were received in October 
from the gas company and from the Staff covering the rate 
of return issue in the three dockets, and reply briefs at 
the end of November. In the meantime, all parties have 
submitted their main and reply briefs in the first two 
dockets, since the hearings have been completed, and these 
will be the subject of later decision.® 


3In a one-day hearing, on September 30, 1968, Florida’s economic witness 
brought his materials up to date and was cross-examined, while the company "8 
president updated the showings made on cost of money and the need for a 
return on equity of about 104%, this resulting in the final over-all claim 
of 734% return. The Staff concluded to stand on its prior evidence in the case 
already made in the other dockets, and no other party proposed rate of 
return testimony or briefs. 
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The only parties who participated in the rate of return 
are the Staff and the gas company, both of whom filed 
briefs containing a repetition of the request for a separate, 
early decision on rate of return. As to the rule of decision, 
it was stipulated that, since this is to be only a rate of 
return decision, the company’s position with respect to all 
other issues is assumed, for present purposes, to be correct 
(5617237 and see the company’s initial brief on rate of 
return at page 45), which is taken to include also the com- 
pany’s presentation of the underlying data concerning its 
operations as taken from its books. 


12393 
IIL. Curonoiocy or THE THREE PROCEEDINGS 


August-November 1965: The company filed, and after 
suspension, put into effect increased rates on its trans- 
portation service for the two power companies (T-1 and 
7-2). The suspension order called for a hearing to be held 
on a date fixed by the Presiding Examiner, but added that 
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the dates for service of testimony, the date for a prehear- 
ing conference, and the designation of the Presiding Ex- 
aminer would be specified in a later order of the Commis- 
sion (RP66-4). 


October 10, 1966: The Examiner was designated and the 
other dates specified, including January 11, 1967 for the 
prehearing. 


February-April 1967: Fourteen days of hearings were 
completed on the prepared, direct, rebuttal and cross- 
examination testimony, and briefing dates were scheduled 
for July 1967. In the meantime, FPO’s Opinion No. 516 on 
March 1, 1967, authorized a major expansion in the com- 
pany’s facilities and a new and substantial transportation 
service added, with a proviso for reduced rates to become 
effective as soon as the expansion went into service. 


July 19, 1967: Under a new docket, RP68-1, the Com- 
mission instituted a general rate inquiry into the lawful- 
ness of all the rates and charges, classifications and services 
contained in Florida Gas tariffs, including the reductions 
specified in the recent certificate order, consolidated the 
new proceeding with the pending RP66-4, deferred the 
briefing schedule for RP66-4, directed testimony to be 
served in September and December, and called for a pre- 
hearing conference for January 9, 1968. A later order post- 
poned those dates by 30 days. Another order reset the pre- 
hearing conference for February 20, 1968. (In both pro- 
ceedings, quite a number of intervenors had been admitted 
by various orders in 1965, 1967, et seq.) 


April-July 1968: Following the receipt of written evi- 
dence from the several parties, 37 days of hearings were 
held, interspersed with a number of conferences undertaken 
to arrive at an agreed-upon settlement. Briefing dates were 
fixed for October and November 1968. 
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August 1, 1968: Florida Gas filed new tariff sheets to 
increase all of its jurisdictional rates in amounts somewhat 
more than the reductions which had gone into effect on 
June 10, 1968, pursuant to the expansion certificate re- 
ferred to above, Opinion No. 516. The new filing bears the 
docket number RP69-2. 


September 13, 1968: A Commission order suspended the 
new rates until February 16, 1968, set a prehearing con- 
ference for September 25, 1968, and directed that proce- 
dures be explored to avoid retrial of the issues then in 
briefing in RP68-1. At the prehearing conference held on 
that date, all parties joined in the program for an interim 
order procedure for the rate of return decision. 


September 30,1968: In a one-day hearing the record of 
the previous cases was, in effect, incorporated, and the 


company brought its evidence up to date. Separate briefs 
on the rate of return issue were provided for. 


October 9, 1968: Motion for waiver of the initial decision 
was denied by the Commission. 


October 19, 1968: In the final day or two of the hearing 
in July, two very narrow but quite significant issues as to 
lateral line policy came up in evidence for the first time in 
the testimony from an intervenor, as suggested by the Com- 
mission in another proceeding (RP67-15). It appearing 
that the issues were separable and independent of the gen- 
eral rate inquiry and that evidence on the issues was quite 
lacking, these two subjects (on the establishment of lateral 
lines and connections) were severed as Phase II, to be the 
subject of a prehearing conference in September, on the 
same day as the rate hearing. Evidence in prepared form 
on those two issues was filed in October. This phase re- 
mains for further proceedings. 
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November 25, 1968: Reply briefs were filed by the com- 
pany and by the Staff responding to the main briefs on 
rate of return filed by them in October. 


Thus, in summary, the several aspects of these three 
proceedings are, as of this date, in the following status: 


(1) Herewith is the initial decision on the rate of return 
issue in all three dockets. 
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(2) The two lateral line issues in RP68-1 will be later 
scheduled for any required hearing. 


(3) Hearing and briefing have been completed on the re- 
maining issues in the first two dockets, RP66-4 and RP68- 
1; these issues now await the initial decision. 


(4) The issues remaining, if any, in RP69-2 will be 
determined after the Commission’s final order in RP68-1 
and on the data then available from the company’s books. 


12396 
IV. Tue Frorma Srory 


With the older dockets relating to the locked-in periods 
disposed of rather simply, see below, the single and per- 
vading issue that remains as to rate of return in this entire 
matter can be stated quite briefly, if not so easily resolved, 
V1Z. : 


Shall the newly-filed rates be approved insofar as 
they contemplate the recovery of a return in 1969 of 
10.79% on the equity portion of the rate base 
(28.27%), or shall the rates be reduced so as to reflect 
the Staff recommendation of 9.01% on the equity, or 
shall they be fixed at some other figure below the filed 
level? 
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It appearing this is the first litigated case to settle upon 
Florida Gas’ rates since the line began service in 1959, 
itis evident there is required some considerable review of 
the pipeline’s founding, its progress, it history, its pro- 
gram, its prospects and prognosis, to the extent the all- 
important future is revealed to this record. 


Florida Gas Transmission Company—the only pipeline 
serving the peninsula of Florida—had such checkered be- 
ginnings and is so unusual in so many ways as to make 
comparisons with other, better established lines subject to 
a lot of reservation. In the first place, it is only ten years 
old and its basic capitalization suffered from much higher 
rates of interest which, by 1958, had become prevalent. 
Second, it is mostly an industrial line, with only 10% or 
so of its service for the use of firm domestic consumers. 
Third, its industrial market is subject to the serious hazard 
of competition of oil cheaply available. 


The result was that, when the original certificate case 
came before FPC in 1956, it was approved by only a three 
to two vote of the Commission, and then only after the im- 
position of a dozen or so serious conditions requiring 
changes in the gas supply arrangements, the rate schedules, 
the financing, etc., including one calling for the common 
equity proportion to be brought up to at least 15%! The 
markets were thought to be insecure, and the margin of 
revenues over debt service so small, that two Commis- 
sioners were moved in dissent to conclude, quoting from 
16 FPC 118, at 147: 
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‘¢The evidence and testimony of record, all fully tested 
on cross-examination and rebuttal, all fully briefed 
and argued, discloses the inherent weaknesses in this 
application. The conditions found necessary in the 
opinion and order of the majority confirm the fact that 
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the project as proposed is economically impossible of 
completion. Even in the form which it would take if 
the conditions were met it would contain so many 
compromises with principle and rest on so much specu- 
lation for its success that the Act does not permit a 
finding that the public convenience and necessity re- 
quires its construction and operation.’’ 


The Commission at that time expected the debt money to 
cost 414% or 434%, but the main original financing turned 
out to cost 514%.* Total annual deliveries would hardly 
exceed 93,000,000 MMBTU in the third year of service. 
What is more, the rosy plans seemed to end up in a projec- 
tion of an over-all return of 614%, which the Commission 
thought excessive because it would result in a 14% return 
on the equity when that equity’s ratio was adjusted to 15%. 
Hence the Commission required a reduction to 6%, which 
seems to equate to approving 1214% on the equity as then 
contemplated. 


What caused this concern is evident from the several 
opinions, especially the transportation rates to be charged, 
which seemed not to be compensatory but had an effective 
ceiling related to the power company’s cost of competing 
fuels, and these T-1 and T-2 services would be nearly 60% 
of the pipeline’s business. The high debt ratio and interest 
rate meant that the total net operating revenues would be 
only 1.36 times the annual interest burden (figured from 
16 PFC at page 140). Less than a third of the business 
would comprise sales for resale and less than 10% direct 
industrials. Nevertheless, with obvious misgivings and 
many conditioned requirements, the project was certificated 
and matters got underway. 


41959 Form 2 of the predecessor companies of Florida Gas. 
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Rather than by pages of dissertation, the results can best 
be summarized in the table herewith, ‘Data on Growth”, 
g.v.., Showing year-by-year the growth in plant facilities, 
total and net income, and many other indices. Note espe- 
cially the annual volume of business is now double the 
original contemplation (91,000,000 Mcf), so is the gross 
plant investment ($149,000,000). Looping is nearly com- 
pleted on the main part of the pipeline, from Louisiana to 
middle Florida; gas reserves remain high. Income after 
operating costs has also doubled over the last seven years; 
and, finally, net earnings both on total pipeline plant and 
on the equity share of the capital, which were in a deficit 
situation the first two or three years, have subsequently 
developed a very encouraging growth. 


Most significantly, ten years ago there was great appre- 
hension that the all-important transportation services 


might be lost to the oil competition ; in fact they have turned 
out to be steady, continuous, at practically full load factor, 
and the contracts have yet another ten years to run. What 
is more, beginning last June, the Florida Power & Light 
Company called on Florida Gas for a new and added 
service, T-3, which is more than double the continuing 
service to the same power company under T-2. 


Meanwhile, the pipeline has kept pace with the tremen- 
dous increase in activity of all kinds in the state of Florida, 
and the company expects this unsurpassed expansion rate 
to continue in the foreseeable future. Its annual report to 
the stockholders, FG-67, is full of terms of optimism, speak- 
ing of the progress in pipeline capacity, annual deliveries, 
operating revenues, and net earnings. Over-all, the system 
delivery capacity, first planned for 273,000 Mcf per day 
(16 FPC at page 121), will now approach 700,000 Mef, all 
of this due to a 97-thousand increase authorized in 1961 
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(26 FPC 319), another nearly as large in 1965 (33 FPC 
1223), another increase twice as large as the first two in 
the certificate case referred to above (37 FPC 424, which 
was the Commission’s opinion of March 1, 1967). Before 
that year was out, the company was called upon to file 
another increase, and that is now pending for 56,400 more 
increase in capacity. 
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PES, RPCS-1, RPS9-2 
Statistics of Interstate Natural Gas 
Pipeline Companies and Preceeding 
Publications Except as Noted V/ 


FLORIDA GAS TRANSMISSION COMPANY 
DATA ON GROWTH 


June=-Dec. 


Deseription 1959 1960 1961 1962 1963 1964 
Balance Sheet Data 
Gross Plant 
Nev Plant 
Totel fssets and Other Debits - - - 
Equity Capitel -----+-+-+---- 


Long-Term Tebt - --- ee ee ew 


$297,480, 90% 
169,324,498 
179,602,355 

62,040, 825 
112,980,000 


35.3% 


171,922,585 
168,881,938 
160,756,832 

23,387,764 
152,556,659 


13.4% 


295,060,117 
173,703,441 
167,155,633 

32,036,709 
150,721,404 


$173,998,357 $175,606,890 
164,579,880 160,583,338 
175,128,637 196,049,362 
21,524,140 28,516,995 
147,660,039 159,545,184 


15.2% 


$199, 511,543 
164,664,028 
177,257, 425 

65,156,146 
103,787,000 


38.6% 


O wtirwnp 


Equity Capital Ratio 2/ 12.% 17.1% 


Income end Earned Surplus Data 
Operating Revenues 
Totel Utility Operating Income 3/- - 
Net Incone 4/ 
Earned Surplus Account 


/ 
12,362,002 26,122,245 31,666,016 
2,052,02) 1,167,732 §,606,750 
(2; 364, 570)2/ (2,863,624 29 L474, 06% 10/ 
(13176, 336 )22/ (3; 039,960)29/ (485,205) 


42,647,007 
8,968,011 
5,378,176 
8,414,846 


2.39% 


41,831,373 
10,689,403 
2,532,334 
4,299,525 


1.6& 


35,774,296 
10,643, 70%, 
2,517, 71+ 
2,032,609 


Times Interest Coverage 5/ 1. 35x 


Dividends Paid (to Parent) 0 0) fo) 


Vy 


718,110 
7013, 348Y/ 


2,761 
40,675 
5 89% 


5-90 


1,262,855 


Volumes of Gas Handled 6/ 

Gas Reserves 7/ 

Miles of Transmission Line 

Compressor Horsepower 

Rate of Return Earned on Averace Zquity 
Capital 3/ 

Rate of Return Earned on Averaze Net 


47,187,282 12 


3 138,937,203 
$88,165 1 


1,317,638 
2,929 
83,525 


8.45% 
6.31% 


163,519,371 
1,130,954 
2,984 
83,525 


5.85% 


5.631% 


Keflects Form 2 data; 1959 operations are for last seven months of the ycar. 

Equity Capital divided by sun cf Equity Capital plus Lonr Term Debt. This firure is 28 percent in Docket No. RP69-2. 

After ceduction of operation, maintenance and depreciation expenses and taxes. 

Potel Utility Overatiny, Income, per footnote 3, plus Other Income less Income Deductions. 

initial Brief of Florida Gas Transmission Company, parc 17. 

Thousands of cubic fect - 1.73 psia. Includes cas transported for and owned by power companies; about half the 1967 volume. 
Millions of cubic fect - 14.73 psia. Reserves are apolicable only to vas sold by company; about half the 1967 volume. 

Net Income less Investment Tax Credit divided by Averare Equity Capital. Company shows 1962 - 8.434; 1963 - 5.4%; 196) - 5.814; 


Total Utility Operating Income divided by Average Net Plant. Reflecting Investment Tax Credit adjustments, Company shows 5.804 for 


Cf. 1€T. 2487 and 297. 3785. 
Parentheses indicate negative amount. 


1965 1966 1967 


$283,601, 554 
226,931,609 
268,675,362 

7,426, 369 
162,869, 000 


$202 , 790,680 
261,168,418 
173,590,149 

64,068, 863 
96,851,000 


39.9 


$241, 785,563 
192,627,440 
208,404 459 

68, 365,021 
120,955,000 


36.1% 


44,186,789 
9,956,820 
469,279 
7,327,563 


2.53K 


52,161,324 
12,332,891 

7,024,723 
10,563,722 


2.65x« 2.28% 
| 3,535,994 
189,408,946 
2,214,557 
3,330 
114.,225 

T.31h 
5.73% 


3,788, 565 
185,016,057 
1,867,205 


3,287 
104,225 


8.29% 
6.41% 


5,556, 562 


166,283,691 
1,735,418 


= 6.77%; and 1966 - 8.29% (162. 2487). 
Ws and 5.85% for 1964. 
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In short, the transportation services that were of such 
controversy ten years ago have now become a steady and 
reliable backbone of the company’s project and of its ex- 
pansion. Business as a whole has increased far beyond 
anyone’s concept ten years ago, earnings are now become a 
steady and reliable backbone of the company’s project and 
of its expansion. Business as a whole has increased far 
beyond anyone’s concept ten years ago, earnings are now 
respectable if not, as this case shows, satisfactory; and 
there is every reason to expect its continued growth and 
more solid prosperity, at least to the extent that business 
and industry of the state as a whole continue to grow. Now 
out of the woods, the enterprise should be moving on to 
higher plateaus. 

12401 


V. Current Rare Precedents 


At this point there would normally be a Bluefield-Hope 
dissertation on the judicial precedents and guidelines for 
ratemaking, as applied to the Natural Gas Act, which re- 
quires rates to be adjusted so as to be ‘‘just and reason- 
able’’. Such a review is not indicated here because, within 
the last six months, the Commission has itself fully ex- 
plored its guiding principles on pipeline ratemaking in 
three important cases, leaving it for an initial decision 
simply to undertake to follow them. 


For the purpose of weighing these precedents as applied 
to Florida Gas, it is necessary to bear in mind some basic 
facts about the case at hand, all of which are more fully 
developed below. 

First, the equity capital ratio of Florida Gas is 28% (the 
company being a slight fraction over and the Staff a slight 
fraction under that number), which makes the debt capital 
ratio 72%. 
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Second, the embedded debt cost is agreed to be 6.21%, 
and said to be the highest of any known pipeline. 


Third, what the company asks for is the approval of 
rates supposed to be based upon 714% over-all rate of re- 
turn, which is to include the 6.21% for debt and allow 
10.79% on the equity. 


Fourth, what the Staff (the only other party in the rate 
of return case) recommends is an allowance not to exceed 
7% or else a finding ‘‘somewhere between 656 and 7%”’, 
which is expected to leave 9.01 return for the common 
equity. 

Fifth, so far as known, no decision of the Federal Power 
Commission under the Natural Gas Act has allowed any 
pipeline as much as the 744% here claimed. With that 
background, we turn to the three recent decisions which are 
regarded as the guiding precedents here. 
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Panhandle Eastern Pipeline Company, Opinion 543 July 
19,1968: Hight years before, Panhandle had been allowed 
10.47 on an equity ratio of 40%; now, with its equity low- 
ered to 28%, Panhandle sought 13% return on it. Their 
embedded debt cost is 4.91, and they sought 714% over-all, 
aside from a tax adjustment. Panhandle made much of its 
new, current debt costs, believed to be 6.78%. For the 
debt component of the over-all return, the Commission al- 
lowed the imbedded debt cost, leaving any adjustments due 
to high rates of new debt issues to be the subject of a later 
case. For the common equity, the Commission referred 
to the range between (a) the earnings on a comparative 
basis, which seemed to be 12.7%. Panhandle’s own earn- 
ings were hard to compare because of the infusion of an 
uncertain amount of non-pipeline business. 


There was favorable comment on Panhandle’s history of 
reducing its equity from 40% to 28.37%, which seemed to 
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be a basis for increasing the previous allowance of 10.47 on 
equity. While other pipelines have an interest coverage of 
2.8 times, Panhandle would be only 2.0 with a 6.5 return. 
The result was to allow a composite rate composed of the 
actual embedded debt cost, plus the preferred stock divi- 
dend requirement, plus 11.18% on the common equity, with 
a resulting rate of 654%, subject however to the tax adjust- 
ment. 

The significance of these figures and of the Commis- 
sion’s action is not lost upon Florida Gas, who have cited 
Panhandle eight times in their initial brief on rate of re- 
turn, pointing out that Florida’s common equity has had 
the same trend, is now at the same level, and should justify 
their claimed 10.79% since Panhandle receives 11.18%. 

Natural Gas Pipe Line Company of America, Opinion 
544, also issued on July 19, 1968: 

Natural’s 1967 rate filing was based on 7% return, fol- 
lowed by a 1968 claim of 7.5. Natural (like Florida Gas) 


is a wholly owned subsidiary of another company, and their 
7.5 would yield to the parent 11.17 on the equity. 

For the debt component, Natural sought 5.42 as its actual 
embedded debt cost, plus an allowance for future increases. 
But the holding is quite definite that the debt allowance is 
to be imbedded cost, and the final rate of return may turn 
out to be less than the current cost of debt additions. There 


12403 
was some difficulty in specifying a range between the 
earnings-price ratio and the comparable earnings of other 
companies since there is no publicly held stock of Natural 
and therefore no price as such. The effective range re- 
ferred to was found to be between 6.77%, (the earnings- 
price ratios of a group of pipelines) and from 9.49 to 
15.17, the average book earnings of other enterprises. 
Perhaps most significant is the remark that Natural had 
been allowed 9% before and has continued to grow. What 
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resulted is an allowance on the 36.26 common equity 
percentage of an equity return of 9.52%. If Natural 
had the same equity ratio as Panhandle’s, then the 9.52 
would become 10.6. 


Note that the range in the two cases is about the same, 
that is, between the earnings-price ratio of other pipeline 
companies and the comparable earnings of other pipe- 
lines or various classes of enterprises. The difference 
in the equity allowance of the two cases is traceable largely 
to the difference in the equity capital ratio, while the 
difference in the overall rates allowed reflects also the 
difference in the imbedded capital cost. The final allow- 
ance for Natural was 67%. 

What may have been of special significance is that in 
the former case of Natural, 14 FPC 221, the equity al- 
lowance of 9% was arrived at in the light of the equity 
capital ratio of 5214%. Now, after 13 years and the com- 
pany appearing to maintain its stability and to evidence 


considerable growth under that regimen, the Commission 
found its common equity had been reduced 30% or so, 
down to 36.26, and allowed an increase in the eommon 
equity return from 9.0 to 9.52 (just as Panhandle had 
reduced its equity from 40 to 28.37 and its equity allow- 
ance went up from 10.47 to 11.18.° 


There is a lucid resume of the Commission’s principles 
in rate of return cases, in the light of the court precedents 
(see page 7 of the Natural Opinion), to the effect that 
the decision is never a mere mechanical computation from 
given 

5 See, however, the reference to a 1962 rate settlement that appears in the 
dissent in Cities Service, infra. 

12404 
elements but it considers many factors, including cost of 
equity and its ratio, the need of new financing, and an 
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assessment of general financial business conditions to- 
gether with an appraisal of the relative risks. All this 
in the light of the Commission’s responsibility under the 
law to assure consumers a continuing supply at the lowest 
reasonable rate. 


Cities Service Gas Company, Opinion 547, October 14, 
1968: 


Cities Services, with its capital three-fourths equity, 
is so atypical as to need but brief citation. There the 
imbedded debt cost was 4.31%, and the company claimed 
744% overall, to net 8.56 on common equity. 


The Commission allowed 65g% overall, to bring 7.39 
to the common interest. The claim of high risk due to 
other pipeline competition was thought not proved. To 
the dissenting Commissioner it was evident that a 1963 
rate settlement formed the guiding rule, with an allow- 
ance for the higher interest cost. He also comments ad- 
versely on the overall allowance, which, at 656, is three- 
eights of a full point below the current cost of new debt 
issues. 


The case is significant here to dramatize the importance 
of the equity capital ratio—Panhandle and Natural Gas 
have only one-third as much equity ratio and (accordingly?) 
they get half again as much equity return. Indeed, what 
it demonstrates is that no reference or citation to rate 
of return is meaningful unless all three figures are given 
seriatim, the overall return, the return on equity, and the 
equity capital ratio. Thus, the results of the three de- 
cisions are really better quoted in the following terms: 


Panhandle 6.625 11.18 28.37 
Natural Gas 6.875 9.52 36.26 
Cities Service 6.625 7.39 74.9 
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Note that, as in the case of the Florida Gas Transmission 
Company, two of the above pipelines (Natural Gas and 
Cities Service) are wholly-owned subsidiaries, which gave 
rise in both cases to the claim of ‘‘double leverage’’ as 
a basis for reducing the effective equity allowance. In 
Natural Gas, the Staff 
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recommended 7% without considering double leverage, but 
Chicago’s witness used it to lower his final recommenda- 
tion from 6.79 to 6.35. The opinion seems to say this 
is not accepted as a decisive factor but, in the same para- 
graph, two other ‘¢wholly-owned’’ cases are cited where 
the equity allowances resulting were, respectively, 9.26 
(Midwestern) and 8.53 (East Tennessee). In Cities Serv- 
ice, the interveners also relied on double leverage and the 
Commission’s opinion says this qualitative consideration 
‘‘eannot be quantified’’, but the same paragraph recites 
that Cities’? method of financing as a wholly-owned sub- 


sidiary in effect gives ‘‘the owners of the parents’ equity 
additional leverage whereby they will earn more on Cities’ 
equity than the return we allow on Cities’ equity.”’ 


So, as applied to this case, see Chapter VIII, B, below, 
Florida Gas has the same double leverage situation as 
have Natural Gas and Cities Service; Florida Gas has the 
same equity ratio as Panhandle’s, indeed, the same as 
the average for pipelines generally; and Florida claims 
somewhat less equity return than was allowed to Pan- 
handle. 
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VL Rave Attowance To June 1968 (RP66-4) 
Recall from Chapter II above that this is the locked-in 
rate case on the increase in the transportation rates charged 
to the two power companies for the carriage of their gas 
from Texas and Louisiana to Florida. The period begins 
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when the increases begin, November 1, 1965, and ends 
when they were superseded on June 10, 1968. Florida 
tells us the increase in charges amounted to $4.5 million 
during that period of two and a half years. Most of it 
is not immediately in controversy because the only oppo- 
sition party on the question of rate of return is the Com- 
mission’s Staff, which has agreed to a 642% return, but 
nearly a third of the $4.5 million represents the margin 
above 644% as actually earned and required, or a total 
of 6.98%—it is that margin that is now in issue. 


When the case was first tried in 1967, the presentation 
was on a test-year concept. When later consolidated with 
the second docket and the subject of further hearings, 
the case underwent quite a metamorphosis, for it then 
became agreed the locked-in period of thirty-two months 
would be adjudged, not on a test-year extrapolation, but 
on the basis of the actual cost and revenues which the 
books show for the entire period. 


Now, with the returns all in the facts laid bare, the 
case seems to come down to a procedural ruling on estoppel 
rather than a controversy on the merits. To put it briefly, 
shall the company’s rates (which turned out to earn 6.98% 
in fact over-all), be approved on the proofs adduced and 
alleged now to justify 6.98, or shall the company be held 
bound and estopped by the 644% return which is men- 
tioned in their filing back in 1965 (also in some of their 
1966 evidence), which may have led the parties to believe 
that no greater return than 644% would or could be an 
issue? The difference amounts to 114 millions of dollars, 
which Florida must refund if they are bound to the 64% 
filing as a ceiling, or else Florida may retain that amount 
if the rates which actually earned 6.98 are (or were) 
‘just and reasonable’’ as the law says. It is here con- 
cluded, with reluctance, that the final answer is not yet 
available from this record, and that the opportunity for 
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further proceedings must be afforded, in fairness to all 
sides. 
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When RP66-4 was first tried, no one cross-examined the 
principle rate of return evidence put in the record by 
Florida Gas, and neither Staff or anyone else put in an 
answering case or evidence of any kind on the subject. 
Instead, the opposition parties in effect confess judg- 
ment in this docket for the return up to 642%. That much 
yields 7.98% on the equity, as Florida now informs us. 


As to the rest the $1.3 million representing the actual 
collection of revenues equalling 6.98% over and above the 
6.5% which has been conceded—at the opening session 
the Staff moved to strike any reference to a return above 
6.5%, saying the regulations bind the company to the figure 
mentioned in their 1965 rate filing (1T288 and following), 
and the company is estopped by the record from claim- 
ing any more. By 11329 the conclusion was that the 
company’s obligation should be considered on the basis 
of the case then made and the evidence filed already, in- 
cluding any showing of subsequent developments (such as 
the higher interest cost incurred), all to be considered as 
their case to the effect that the actual earnings (which 
by then had become 6.88%) represented a fair claim, and 
it was the indication that the then Staff Counsel was satis- 
fied with that arrangement. 


In the ensuing years, with a different Staff Counsel 
assigned, the Staff position has at least been quite con- 
sistent, namely, that 6.5% is what the company claimed 
in 1965 and no higher amount should be considered. No 
staff evidence was presented, and the company’s economic 
witness was not called for cross-examination on that dock- 
et. In other words, in real effect if not verbally, the 
Staff has filed a demurrer or motion to dismiss the 
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company’s plea for retention of the million-dollar dif- 
ference between the 6.98% earned and the 6.50% allegedly 
claimed. Staff has stood its ground that the company is 
bound by its 1965 filing and by the numbers appearing 
in its cost of service tables filed in 1966 (where, again 
the figure 6.5% appears in a line entitled rate of return). 


The Staff has neither admitted nor denied whether the 
6.98% earned is in truth and in fact just or unjust, rea- 
sonable or unreasonable. The Sun Oil Company appears 
to be the party of 
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interest to the extent of over a million dollars,* and they 
joined in the objections at the opening of the hearing to 
anything over 6.5%. But the record is otherwise denied 
any sunlight on this issue because Sun chose not to file 
a brief on rate of return. 


It is the conclusion, after a lot of research into the 
paper filings which never came out at the hearing, that 
the company never has at any time claimed 6.5% in this 
docket, and that, legally, technically, and equitably, the 
company is not estopped now to claim, show and demon- 
strate from the present record that the 6.98% which they 
turned out to earn should be approved as reflecting a fair 
charge to the two power companies for the custom fur- 
nished them. At the same time, since we have no Staff 
examination of the 6.98% claim, nor any counter case 
put in by anyone on the subject, it is concluded the Staff 
or any other party should yet remain free, after the con- 
clusion just stated is confirmed, to controvert by evidence, 
cross examination or argument the company’s present claim 
that this record does in truth establish the validity of the 


6 The amount in controversy is $1,350,941, of which Sun’s share is 82%, 
which comes to $1,107.747. 
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rate actually charged, including its overall rate of return 
earned of 6.98%." 


In the first place, this is not a moot debate or abstract 
inquiry into 6.50% or 6.98% or any other number as a 
desirable rate of return vel non. Rather, as the Natural 
Gas Act says, there was held ‘‘a hearing concerning the 
lawfulness of such rate... .’? Under that law, the com- 
pany has the burden not to show that a figure mentioned 
in an obscure table filed nearly four years ago is a meet 
and proper one, but instead to show that ‘‘the increased 
rate or charge is just and reasonable.” Upon adjudica- 
tion of that showing and of any 


7 Which allows an equity return of 9.41% on a ratio of 33.69% and re- 
imburses Florida Gas for its actual debt cost in the period amounting to 
5.75%, see Florida’s brief at Appendix C. 
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counter-showing, it is for the Commission ‘‘to order such 
natural-gas company to refund, with interest, the portion 
of such increased rates or charges by its decision found 
not justified.”” Hence the inquiry is not whether 6.5% or 
some other number is a good thing in the abstract, but 
rather whether the imposition of certain specific rates 
and the collection of a specific amount of money, namely 
$1,350,941, was ‘‘justified”’ as ‘‘just and reasonable”’ or 
whether it must be refunded. 


In the second place, quite contrary to what was many 
times said at the bar, the company never, never at any 
time ‘‘claimed’’ the specific rate of 6.50%. It is true 
there was a lot of talk about 6.50% and it is true that 
figure appears with the word ‘‘claim’’? even in some parts 
of the company’s testimony, but the plain fact is that the 
rate that was filed and was charged, and is now in issue, 
is not and never was designed to collect 6.50%! Instead 
it was supposed to return, as nearly as it can be figured 
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from this isolated viewpoint, a return of 6.467%, a number 
which here comes to light for the first time. 


The point is that any pipeline rate filing is a very 
complicated affair, containing literally stacks and volumes 
of papers, tables, charts, diagrams and narratives. The 
Staff and all parties were quite reasonably misled by the 
dozens of references to 6.50%* under the heading rate of 
return which appear in the cost of service tables, in the 
economic evidence and so on, but it all could have been 
stricken as irrelevant because nobody filed any rates to 
collect 6.50%. Some hundreds of pages in what is called 
Statement P are interesting as a discussion about 6.50%, 
but when one turns to Statement K of Exhibit 9, it is 
disclosed that the rates actually filed will fall short by 
about $16,000 of collecting the amount required to achieve 
6.50%. The next page shows that to collect the revenues 
needed to contribute transportation’s share of the 6.50% 
there would be needed an increase of 3.43 cents in the 


rate, but the increases actually filed are only 3.40 cents, 
and this is what seems to come to 6.46% as transporta- 
tion’s expected contribution to the rate of return. 


8 Note this was not an increased rate of return over that used in the 
previous case, 27 FPC 1123. The purpose of the rate increase was to provide 
for the income tax which the company now found itself due to pay. 
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The point of all this detail is to show that there is no 
magic in ‘‘6.50’’, it was only an approximation of what 
the company then had in mind, it is merely an illustrative 
base for argument, and there is no particular reason to 
pluck that number out of the multi-thousand page record 
and hold the company estopped by it. 


It is unfair to claim the company has no evidence to 
support its present assertion that the rates which pro- 
duced 6.98% were just and reasonable, whether the part 
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submitted in 1965 and 1966 was designed for that purpose 
ornot. Their evidences are certainly considerable to weigh 
the question of comparable earnings of other enterprises 
during the period, of the cost of debt capital, and of the 
equity return needed under the capital attraction stand- 
ard. Surely the least the company is entitled to is an 
adjudication on how that evidence passes muster. 


Evidently, the staff relied on the Commission’s regula- 
tions, § 154.63, where one of the many statements with a 
rate increase filing is to ‘‘include the claimed rate of re- 
turn... .’? Nowhere does it say that a company is 
bound by that claim four years later, when it turns out 
that the amount is quite obsolete. What is more, the 
same section of the regulations tells us that the Commis- 
sion wants to avoid delay in processing rate filings and 
that the material filed should serve as the company’s 
complete case in the event the matter is set for hearing 
to commence within six months from the date of filing.’ 


The company refers to another regulation, § 2.59, saying 
that a suspension order of the Commission will designate 
the Presiding Examiner and will ordinarily fix the date 
for a pre-hearing, all for the purpose of permitting an 
early hearing and decision during the suspension period 
on the basis of the record of the original filing. In this 
case, the Commission’s suspension order of September 30, 
1965, postponed those designations for a future order of 
the Commission and it was not until over a year later, 
October 10, 1966, that this examiner was designated and 
a pre-hearing conference was scheduled, see 


9 Here the hearing began only after a year and a half, it has convened 
three times, and final decision is not yet in prospect after 344 years. 
12411 


the chronology in Chapter III above. The point of all 
this is that it would be cavalier indeed to apply these 
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regulations and arrangements, which contemplate a hear- 
ing before the rates go into effect and a decision about that 
time, to the present complex proceeding with its joinder 
with other cases and its prospect of decision about four 
years from the original filing. 


In the third place, the company’s ‘‘claim’’ must be taken 
as more in the nature of an offer in settlement; it never 
was based on an assertion that 6.5% is or was a just, 
fair and reasonable rate of return. The filing includes 
a statement by a man called Joseph (who does not other- 
wise appear in this record). This putative witness ad- 
vises that the 6.50% figure is below the level of the fair 
rate of return which the company might claim. Finally, 
in the papers with the 1965 filing there is an Exhibit 10 
under which is found a ‘‘Tab. A’’ and under this head- 
ing, there is a Statement F', which reads as follows: 


“Florida Gas Transmission Company’’ claims that 
the fair and reasonable rate of return on its property 
subject to the jurisdiction of the Federal Power Com- 
mission exceeds 612%, but it has nevertheless used 
644% as the rate to be applied in compiling the cost 
of service statements in this filing. The reasons for 
using a 644% claimed fair rate of return, rather than 
some higher figure which could be justified, are many 
and varied; but basically this figure has been used 
because there seems to be a good possibility of al- 
together eliminating the fair rate of return issue as 
one of the contested issues in this case. Put differently, 
the Company believes that expeditious determination 
in this case is much to be desired, and limitation of 
the claimed fair rate of return to 64% may be very 
helpful in this direction. 


This information related to earnings of other com- 
panies furnishes proof, the Company submits, that 
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the 61%4% claimed fair rate of return used in this 
filing is less than might justifiably be claimed and 
should therefore support the Company’s desire to 
expedite this proceeding by eliminating fair rate of 
return as a contested issue.’’ 


12412 

Now with the chance for an early settlement long since 
gone by, and for elimination of any issue on rate of re- 
turn, it would be crass and technical indeed for a de- 
cision four years later to announce that the company may 
not demonstrate from the already closed record that the 
6.98% as actually culminated results from a just and 
reasonable rate, as the law requires. 


Finally, the precedents cited by Florida appear to con- 
trol, contrary to the estoppel plea. See Alabama-Ten- 
messee Natural Gas Company, 27 FPC 1180, and Michigan 
Wisconsin Pipe Line Company, et al., 28 FPC 482. To 
the extent Natural Gas Pipeline Company of America, 
Opinion 535 of December 8, 1967, is different, it is explain- 
able by the different circumstances and motivations. 


The conclusion is, accordingly, (a) the company is not 
estopped, (b) its evidence, at least prima facie, tends 
toward a showing that the rates earning 6.98% were just 
and reasonable, (c) hence no refund is now required to 
be ordered on the rate of return issue, (d) there has been 
as yet no trial or examination to test the evidentiary 
showing referred to, and (e) the staff or any party is 
given leave to answer over, ie., to file within 30 days any 
appropriate counter-pleading and evidence. If no such 
filing is made, the case is closed on this issue. 
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VII. Rare Attowance To Fesrvary 1969 (RP68-1) 
On page 6 above it is explained that RP68-1, which 
started out as a full inquiry into all of Florida’s rates, 
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has now by attrition culminated in a locked-in, section 4 
rate-decrease proceeding, covering the three rate reduc- 
tions which went into effect on June 10, 1968. There are 
remitted to the next docket the examination of the new 
transportation rate, T-3, which began service on June 9, 
1968, and the continued charge of 33¢ for the interruptible 
resale service. The purview of this docket ends on Feb- 
ruary 16, 1969, when increases in all rates are expected 
to go into effect. 


The decreased rates which started last June are called 
‘‘eompliance rates’? because they were required by Com- 
mission order in connection with an expansion application 
in CP63-393. Florida emphasizes that the particular figures 
used in those rates were not at all based upon any cur- 
rent or modern cost of service submitted by Florida Gas. 
Rather, they are estimates submitted more than three 
years ago in the certificate case. 


Florida’s rate evidence in this docket, RP68-1, as brought 
in over a year ago, contemplated a 7.2% overall rate of 
return. But even then the debt costs were on the rise, 
the assumed figures were out of date by the time the case 
came to hearing last April. The result is that, as com- 
puted in Florida’s present brief, the average debt cost 
reported in effect as of April 30 of last year was 6.26%, 
a figure which is probably the highest ever on record for 
any pipeline. The actual earnings rates for this eight- 
month period have been computed (after allowing the 
‘ebt expense referred to for the debt capital portion, 
which was, on that same date, 74.3%, see Florita’s brief, 
App. B). The earnings work out as follows, listing the 
overall, the return on equity and the equity capital ratio: 


T1, T2 and T3: 6.71%—8.02%—25.7% 
G and I: 6.88 %—8.68 Yo—25.7 %o 
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As stated, for present purposes, the Company’s figures 
are taken as correct and the only immediate question is 
whether rates producing those amounts are objectionable 
under the law’s standard of ‘‘just and reasonable’’. 
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The Company rather pointedly contrasts the 7.2% over- 
all which their evidence was designed to justify with the 
below 7% which developed in actuality. The only other 
evidence in the record is that of the Commission’s Staff, 
who joined this docket with the following one. For both 
of them, their conclusion and recommendation is that 
Florida’s return should not exceed 7% (brief, page 28) 
and/or that a finding somewhere between 654 and 7% 
would not be unreasonable (id. page 31). In the circum- 
stances, it is concluded that no rate-of-return issue as such 
arises in RP68-1, and that no refund or rate reduction 
order is required insofar as rate of return is concerned. 
This covers the period June 10, 1968 to February 15, 
1969, and is subject to the reservation recited at pages 
7-8 above. With that, we turn to the real issue in the 
case. 


12415 
VIII. Rare Artowance Arter Fesrvary 16, 1969 (RP69-2) 


With increases to go into effect in February 1969 in 
all categories of service, effective indefinitely thereafter, 
the issue is, in simple terms, as follows (again listing the 
overall return wanted, the equity’s share and its ratio): 


Company claim: 75% 10.79% 28% 
Staff recommendation: 7.0% 9.01%” 28% 


On the issue so drawn, the immediate question is whether 
the rates as proposed by the Company should be sanctioned 


10 The equity rates recited were computed after making an allowance for 
the agreed-upon imbedded debt cost of 6.21%. 
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to go into effect on February 16 next or whether they 
should be required to be limited or reduced. 


The amount of the increase comes to $3.35 million in 
the annual cost of service, or something over a 4% in- 
crease. On the over-all, there are five-tenths of one per- 
cent separating the parties’ contentions. By projection 
from the appendix of Florida’s brief, it appears that the 
consequence of the five-tenths difference is $1200 per day 
for each tenth. 


With the evidentiary materials from all three cases in- 
corporated in the over-all record, Florida’s presentation 
in support of its claim for the 10.79% hardly seems to 
suffer from abbreviation and condensation. One ‘‘wit- 
ness’ ”? statement appear with the original filing in RP66- 
4 and is therefore technically part of the record, but its 
probative status is cloudy because he did not appear 
at the hearing. The Company’s witnesses included their 
president, their financial vice president, their economist 
expert, a New York investment expert, and a consulting 
engineer. Principal reliance appears to have been upon 
the extensive presentation by their consulting economist, 
Dr. Herbert B. Dorau, who was also Cities Service’ 


11 Dr. Dorau’s presentation—much of it, of course, cumulative as he suc- 
cessively covered different periods—covers 600 pages of testimony and ex- 
hibits. The others on rate of return contribute another 1200 pages. 
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witness in the case referred to in Chapter V. The following 
resume, taken from the Staff’s brief, is an able conden- 
sation of Dr. Dorau’s message (footnotes omitted) : 


Dr. Dorau presented extensive testimony and evi- 
dence in Docket RP66-4 which he updated in Dockets 
RP68-1 and RP69-2. His testimony and evidence in 
Docket RP69-2 contains additional opinions and facts 
which were not contained in his presentation in the 
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former dockets. Dr. Dorau’s presentation (Exhibits 
FG-30 and FG-60 and in Docket RP69-2, FG-16) in- 
cludes data showing the rise in the cost of debt 
capital for electric utilities, natural gas transmission 
companies, and gas distribution companies; a com- 
parison of Moody’s bond ratings among those com- 
panies and the Bell system companies; the investment 
return requirements and investment experience for 
industrial enterprises (Moody’s 125 industrials), the 
electric industry, the Bell System, Moody’s 10 natural 
gas distribution companies, Moody’s 10 natural gas 
transmission companies, and a comparison of the in- 
vestment experience of these groups; the historical 
cost of debt capital for Florida Gas and other data. 


Dr. Dorau testified that in his determinations he 
was guided by the generally accepted standards and 
tests reflected in the Hope’ and Bluefield® cases. Based 
upon his analysis of investor experience in the various 
groups of companies, Dr. Dorau concluded: (1) The 
debt quality of the gas transmission industry com- 
pares unfavorably with that of the gas distribution 
utilities even as the gas distributing utilities com- 
pare unfavorably with the electric and telephone util- 
ities, thus requiring a higher rate of return for the 
gas transmission company, as the gas transmission 
company credit is poorer than the credit of the gas 
distribution utilities; (2) the electric utility industry 
has a capacity to command capital superior to that 
of the gas transmission industry, to which it is com- 
parable; (3) the Bell system credit is superior to 
that of natural gas transmission companies; (4) the 
very 
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substantial rise of loan interest rates requires a new 
level of present return on equity; (5) the common 
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equity in the natural gas transmission industry earned 
a large and often major part of its earning rate by 
taking on the extra risks of capital structure leverage ; 
(6) the return on common equity of Florida Gas 
compares unfavorably with the major segment of 
the natural gas transmission industry, caused mostly 
by Florida Gas’ high imbedded debt cost of 6.21%, 
and (7) a 14% return on common equity for Florida 
Gas is reasonable in view of its equity ratio of ap- 
proximately 28%. 

Dr. Dorau also testified that, in arriving at his 
recommended rate of return for the future, he con- 
sidered that Florida Gas has possibly the highest 
senior capital cost of any major pipeline, its only 
rated bonds are of Ba quality, its market is far from 
stabilized and exhibits unusual characteristics in the 
proportion of gas sold for industrial as distinguished 
from residential and commercial use, it is exposed to 


the risk of change to alternate fuels by large cus- 
tomers, and a substantial number of its service will 
terminate contracts in the foreseeable future. 


The other Company witnesses testified as to the com- 
pany’s financing problems, the unusually low bond rating 
established by the Moody organization (Ba), the com- 
petition in the money market, the significance of the in- 
terest coverage ratios used by the financial community, 
and the particular characteristics of Florida’s record and 
of its markets which bear on the inevitable question of 
comparative risk. 

Staff presented two rate of return witnesses. The first, 
Dr. Spain, emphasized the unified or monolithic character 
of an appropriate rate of return, defining it as the over-all 
price for the units of productive capital devoted with 
other units to produce the test year volume of the com- 
modity which is the subject of the company’s business. 
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It was emphasized that the overall return has to be 
measured by the level established by the economy in gen- 
eral as the price for capital’s contribution to the economic 
endeavor, just as labor and materials are put in at their 
cost. The level can be approximated, at least, by an 
inquiry into the investor demand or cost of capital at- 
traction, or else by an inquiry into comparable earnings 
in the industry or elsewhere. if capital attraction alone 
is used, it may result that what other industries can 
afford to pay for capital will determine what must be 
paid here, since free investors will demand the best they 
can get. 


From Dr. Spain’s helpful analysis, as well as from the 
company’s thorough showing, one conclusion is certainly 
clear. That is, the gas business requires a lot of money 
to be invested and that, times being what they are, money 
is one of the most expensive things you can buy or borrow. 
The thought of 642% as the fair rate of return, which 
is advanced at several points in this file, should be com- 
pared with the Commission’s decision of a quarter of a 
century ago in Cities Service Gas Company (3 FPC 459) 
where 614% was allowed as a fair and liberal annual 
rate of return in the light that ‘‘interest rates are now 
at about the lowest levels in the history of the country.”’ 
In contrast, as of now, Florida Gas’ bonds give a market 
yield of 7.56% (37T4585-4608). 


Another Staff witness, Mr. McGrath, presented a con- 
ventional analysis based on an array of other firms 
and other enterprises, some regulated and some not, to 
show the typical returns on common equity, earnings price 
ratios, and particularly data about six natural gas holding 
companies (pertinent because Florida Gas Transmission 
Company, while having a separate, publicly held, bond is- 
sue, is wholly owned by its parent, the Florida Gas Com- 
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pany, whose other principle function is the distribution 
of gas at retail in quite a number of communities in 
Florida. Indeed, Florida Gas Company is the largest 
resale customer of the pipeline here at bar). Upon all 
the data so collected, the Staff witness recommends a 7% 
return but, as noted, the Staff brief hedges a bit by 
saying the fair rate of return is not more than 7% and 
that a rate between 656% and 7% would not be unrea- 
sonable. It hardly seems 
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necessary to recapitulate the evidence about other pipelines 
and other enterprises because, by and large, the economic 
case submitted in this case seems pretty closely to re- 
capitulate that which was before the Commission in the 
last few months in the three other cases referred to. 


(A) Debt Cost Component: 


It is all well and good for many writings and a number 
of witnesses in this case to emphasize the monolithic 
character of the overall rate of return, but the plain fact 
seems to be that, in every decision that can be found, the 
actual cost of imbedded debt has been allowed, then the ap- 
propriate rate for the equity return has been determined, 
and the two numbers are factored together to produce a 
composite, overall rate of return. 


Here, there is no dispute that the imbedded debt cost is 
the rather remarkable figure of 6.21%. Many of the wit- 
nesses have asserted they are unaware of such a high 
figure for any other pipeline subject to the Natural Gas 
Act. In short, Florida borrows three-fourths of the capital 
needed for its nearly $300,000,000 plant, has to pay more 
for what it borrows than any other line pays. Florida’s 
plant is nearly double what it was only four or five years 
ago and its average cost of debt has risen during that 
period from 5.77% (16T2488) to 6.21%. A year ago last 
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August Florida’s $30,000,000 bond issue cost them 678%, 
another $35,000,000 loan is outstanding at a rate of 14 of 
1% over the New York bank prime rate, until February 
1969 and 14 of 1% over the prime rate thereafter plus the 
requirement of a compensating balance of 20% to be left 
with the banks! The average rate of 6.21% for debt evi- 
dently means an annual interest expense of about $11.5 
million. As if facing this were not enough, in the next two 
years they must replace the $35 million of bank loans with 
new debt capital, for which President Bowen expects to 
have to pay 7.25% (5617139). 


Being rather new, there was no occasion until lateby for 
Florida to be surveyed by the bond rating agencies, but 
when it occurred, the Standard & Poor rating came out at 
a low ‘“‘BBB’’ and the even lower rating of ‘‘Ba’’ by 
Moody’s which is considerably lower than normal for gas 
pipeline companies and necessarily has an adverse impact 
on the cost of capital. 
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There is no dispute here, or occasion to question, that 
the 6.21% imbedded debt cost must be incorporated into 
the over-all rate of return allowance—presumably all of 
the debt is for pipeline which the Commission has certif- 
icated as necessary in the public interest. What it does 
suggest is that, with money now so expensive, its cost may 
become a much more decisive factor in passing upon cer- 
tificate applications for expansion of the line. 


The Company officials gave ample evidence of the efforts 
made to raise the necessary capital and to minimize its 
cost. There is a possible comment, here made for what it 
is worth, that the company—not at all diffcrent from others 
having the same problem except that here it is a more 
severe one—appears to have assumed that the only way 
to get capital is to borrow it in the New York money mar- 
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ket and to pay, albeit with reluctance, whatever the money 
changers demand. It may be suggested that it could be 
explored whether entirely new approaches to financing 
should not be at least considered to the end that Florida 
Gas and the people of Florida be not the victims of what- 
ever the money market demands. Thus, as possible ex- 
amples— 


Item: In other lines of business, it would not be un- 
common for major equipment, such as compression, to be 
leased instead of purchased. 


Item: There could be explored the possibility of long 
time purchase contracts for major items such as pipe and 
compression. 


Item: It was several times suggested at the hearing 
there should be greater use of convertible bonds. One wit- 
ness thought this would permit raising money at not much 
over 5%, accepting that some dilution of the common in- 
terest may eventually result. 


Item: More borrowing by shorter-term debentures or 
bank loans. 


Item: Some form of governmental support for bond is- 
sues to achieve the much lower cost resulting from the 
lending of public credit, such as the RFC loans of a gen- 
eration ago, or such as the state or local industrial bond 
issues which are becoming increasingly common, or some 
form of state financing of the facilities and their leasing 
to the company, all on a tax free basis. 
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Item: Somewhat longer ‘‘no-call’’ provision in the bonds, 
as a means of bettering the possible interest rates, see 
28T3701. 
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Item: There is quite a list of new and different methods 
of dealing with major banks, for utility financing, set out 
in Attorney Butler’s article in 82 Pub. Ut. Fortn. 107 (1968). 


Item: Florida already has an escalated interest rate in 
a bank loan, tied to the prime rate. Is it possible some 
such provision in longer-term bonds to be offered would 
make them of more attractive investment quality, and 
salable for a lower cost, at least in the early years? 


Item: Referring to their present lenders, who purport 
to charge a commercial rate, but hold back one-fifth of 
the loan under the euphemism of a ‘‘compensating bal- 
ance”, has it been considered whether the proper regu- 
latory authorities sanction this way of increasing the true 
interest rate by the resulting one-fourth, especially in the 
light of current truth-in-lending legislation? One can 
imagine how long the lowly package dealer would be li- 
censed if he charged and collected for the full quarter, 


but dispensed and delivered only a fifth. 


Item: If conventional bonds are not as acceptable in the 
inflation economy as they once were, there are many types 
of intermediate or mixed stock-bond arrangements avail- 
able, with preference classes and the like, which might offer 
some long-term protection along with some inflation-coun- 
tering participating interest, all at possibly lower cost. 


Item: With the company’s best above-ground asset per- 
haps its ten and twenty-year contracts with the power 
companies, is there any way to pledge or mortgage those 
revenues to raise money favorably? 


Item: When mortgages and bonds for housing and con- 
struction became too expensive, there developed the FHA 
loans under the National Housing Act, where the risk ele- 
ment was absorbed for a small fee. Can a pipe line assert 
its service is also in the public interest and seek the same 
legislative solution? 


384 


(12422) 


12422 


It is entirely possible that Florida has done all that 
they or anyone could do in these several regards. For to- 
day’s case, all parties have been told of the 6.21% im- 
bedded cost rate, none has objected to its allowance, and 
it is here provided for. If, in the short future, that cost 
continues to rise, the Commission has made it clear the 
line can return with another filing. Should that tran- 
spire, one can foresee demands for a de-escalation clause or 
proviso also, to make automatic rate deduction if and 
when the imbedded debt cost should move the other way. 


(B) Equity Return Allowance 


The company wants 10.79%, the staff says 9.01%, and 
there lies the issue in the case. 


Earnings ratios: We are told in many cases to fix a re- 
turn somewhere between the earnings-price ratios and the 


recorded book earnings of comparable firms. Here the one 
is said to average 7.7% (for 1966) and the other, 13.45% 
for pipeline companies (10.04 for natural gas holding com- 
panies). Staff’s 9.01 falls somewhere in between; ergo 
their recommendation is claimed to be clearly reasonable. 


But this gets short shrift from Florida; they point out 
their 10.79 equally qualifies, that, in fact, the sheer breadth 
of the spread or range, 7.7 and 13.45, means that it is no 
guide at all. 


For quite other reasons it is concluded the numbers 
stated are of no significant help here, unless it is enough 
merely to be sure the answer does lie between them. First, 
there is no such a thing as an earnings-price ratio for 
Florida because there is no stock price of any kind, all of 
the common being held by the parent Florida Gas Com- 
pany. Anyway, most of the specialist witnesses were in 
agreement the ratio is an unsafe guide because it depends 
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on the vagaries of the market and includes the composite 
estimate of future earnings and gains. 


Second, the record is full of figures about the book earn- 
ings of other firms, some in the gas business and some 
not. There are specific tables for those in gas distribution, 
for gas pipelines, and some few figures for gas holding 
companies. 


12423 

Perhaps, they are useful to apply the capital attraction 
theory, but for the comparable earnings test the evidence 
should, it is suggested, be ruled irrelevant. This for the 
reasons, as the forum was amazed to be told at the hear- 
ing, none of them even purports to be the pipe line earnings 
of the other pipe line companies! When it was asked why 
the numerous non-pipe line, non-gas business, non-juris- 
dictional activity of these so-called comparable companies 
were not first excluded, the answer is that no such break- 
down is available, in reports to the Commission or other- 
wise—even after years of regulating the pipe line business. 
40T4960-70. Without such breakdown, the comparisons fall 
of their own weight, with no way to guess how the earn- 
ings being compared are either raised or lowered by what 
the pipe line companies gain or lose in the chemical, oil, 
cement, or some other lines of business. 


Fortunately, this case need not rely on such over-gen- 
eralized data. The Commission’s rulings in a repre- 
sentative number of other pipe line rate cases are a better 
guide to gas pipe line earnings, or at least, what the lines 
were supposed to earn. Of course, no comparison of equity 
earnings or allowances is meaningful except as coupled 
with the equity capital ratio. For this, Florida offers a 
chart to diagram the allowances with that relationship, 
but it requires emendation to show a much broader range 
of FPC precedents. So supplemented the chart appears 
herewith. 
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Note especially the trendline on the chart, for the rela- 
tion between the equity ratio and the return allowed on 
equity. For its source, there are used the cases of the 
three pipe lines which were before the Commission in the 
past few months, plus the previous ruling in each of them. 
Note, too, that Florida’s claim falls directly athwart the 
trendline. 


But Staff sees two differences of consequence to put 
Florida in a markedly lower return class. First, as to 
comparative risk of the equity investment—Florida’s com- 

ared to others, especially Panhandle and Natural Gas. 
Florida obviously has an unusual market situation, for only 
about one-tenth of its service goes to the firm needs of 
its distributor customers, and they sell somewhat near the 
same amount also as interruptible. The next 30% goes to 
the pipe line’s direct industrial sales, and the remaining 
half is the transportation service for the two power com- 
panies. 


The risk recited is from the competition with oil amply 
and cheaply available. Florida points to Panhandle’s well- 
balanced market, and claims their own risk is surely as 
great as the other’s, therefore their equity should be on a 
par. 


This does not satisfy the staff, who tell us that the oil 
competition has already been well met, since Florida has 
long term, non-cancellable arrangements with much of their 
industrial market, while the power companies (the 50%) 
are not only firm customers, with full, constant load, but 
their contracts have ten more years to run, one of them 


12 This recalls how Florida was able to analyze the staff’s methodology 
leading to the 9.01% recommendation, calling it a backing-in process from 
7.00% (overall) already concluded to be concluded. The present chart may 
suggest that Florida sidled into their 10.79%. 
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twenty. Cryptically, however, staff concludes Florida can- 
not prove greater risk than Panhandle’s—likely true, but 
Florida does not claim any greater risk, they only want to 
be treated the same. 


Of course, Florida, Panhandle, and every other line has 
to face certain inevitable risks, but the differences between 
them, if any there be, are too immeasurable (at least from 
this record), to require one’s return to be discounted from 
the other. 
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Double leverage: Staff’s second point of difference is 
better articulated, if still inconclusive. Florida’s debt capi- 
tal comes mainly from ‘‘outside’’ financing, but its 28% 
of common stock is all very closely held by the parent cor- 
poration, the Florida Gas Company, whose other main busi- 
ness is to operate many of the gas distribution properties 
in the state. The parent company also has a chemical 
plant and other works, but it seems to get over 90% of its 
income from the pipe line company. The effect of the 
double leverage theory is to transmute the parent com- 
pany’s capital structure downward and, as transmitted, 
impute it to the pipe line. It would pro forma replace the 
pipe line’s 28% equity with a mixture of debt and equity 
equal to that found in the parent’s capitalization. Staff’s 
point is that when the parent uses borrowed money, in 
part, to pay for the stock, all the return on the stock above 
the bare interest accrues to the parent’s equity. If both 
companies are two-to-one, the leverage becomes nine-to- 
one. Here, the staff brief calculates that double leverage 
converts its recommended 9.01% into 12.48% on the real 


equity. 
18 To this Florida rather pointedly comments that, if true, that gives the 


pipeline only a 10.18% ratio and the Commission told them years ago they 
must have at least 15%. 4074993 et seq. 
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The Commission has considered this view, see Chapter 
V above, but has not concluded what weight to give it. 
On principle, and as apparently thought equally appli- 
cable to any holding company, the staff’s view needs con- 
siderable development, and leaves a lot of questions un- 
answered. 


In the first place, it depends upon the entirely unproven 
assumption that the parent company’s capital-equity struc- 
tures are recapitulated in the capital structure of the pipe- 
line, and without this assumption the whole theory fails. 
But why make such assumption—it is quite possible that 
a parent company’s entire investment in the owned pipe- 
line was financed by the sale of common stock or even by the 
exchange of common stock for pipeline company stock, 
as in the case of a merger; or, it is quite possible the 
parent company floated a bond issue for the purpose of 
buying the pipeline company. Third, it is quite possible 
the terms of the parent company’s mortgage would con- 
tradict this broad assumption. 
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While it is elementary or at least obvious that a leverage 
result occurs, it is equally obvious that, to a corresponding 
extent, there is an increase in risk, but how much risk re- 
mains to be studied and how much increase in the equity 
return would be due to account for that risk. 


All of the discussion pertains to the parent company’s 
stockholders’ equity, which is presumed to be a source of 
a part of the pipeline’s capital; but what about the rest, 
the part presumed to have come from the parent’s debt 
capital? How has the security of the parent’s debt been 
affected by its assumed investment in the common, and what 
return does that investment of borrowed money yield? 
Florida says for this part they are compensated as only 
a creditor, but without the creditor’s security. 
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How far does this inquiry go into who owns the pipeline 
stock, where does one stop and where is the line to be 
drawn? If one single block of a pipeline stock was bought 
by someone on a margin or another block bought with 
borrowed money, is the return to be adjusted accordingly 
for the obvious leverage; and if not, why is Florida dis- 
advantaged merely because it owns all of the pipeline stock, 
not just part of it? 


While the subject as a whole will need continuing exami- 
nation, one narrow manifestation remains from the Natural 
Gas decision of last July (Ch. V) and applies here. Both 
Florida and Natural are wholly-owned subsidiaries of the 
principal distributing companies they serve. There is an 
obvious betterment of the risk elements referred to when 
the pipe line is thus assured its principal customer will 
continue to be with it and will not—like so many other 
city distributors in other parts of the country—be seeking 
a second source of supply from some rival pipeline. The 
Commission said in Natural Gas the leverage effect cannot 
be quantified, but the fact remains that Natural was allowed 
five percent less than was Panhandle on the same day (after 
adjustment for the differing equities).* Natural is wholly- 
owned by the distributor company, Panhandle is not. 


14 Tho Natural opinion says that line would receive 10.6 at Panhandle’s 

equity ratio, while Panhandle received 11.18. 
12428 

Florida’s brief is at pains to point out its similarity 
to Natural Gas, even to the point that the parent corpora- 
tion of each line has more or less the same parental 
capital structure.” 

Accordingly, without applying double leverage as such, 
there still is some clear improvement in the risk situation 


15 Natural’s parent: 66% equity; Florida’s parent: now up to 55.89% 
as of July 31, 1968, per Plorida’s reply brief. 
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when the transmission segment of the total natural gas 
function is combined in one ownership with the distribu- 
tion segment. That alone may explain to what limited ex- 
tent this sort of question was ‘‘quantified’”’ in Natural 
Gas, since their equity return allowance was 5% below 
Panhandle’s, as adjusted. 


Upon this basis, in the effort to apply the Commission’s 
actions in the cases cited to the situation here, it is con- 
cluded that Florida’s equity return claim of 10.79 must be 
reduced to 10.6%—the same amount Natural would have 
been allowed at the same equity ratio. 


Postscript: In the order that follows there is purposely 
no adding the two rates together for an over-all return 
because the result (as anyone can compute in a few minutes) 
is a rather high one, and the overall number should not 
be readily citable in some other case or in some other 
medium where its bases may not be explained. Also there 
is no specific finding of the cost of new common equity be- 


cause the stock has not been on sale and is not for sale. 
What it would sell for is conjectural and any finding would 
be undemonstrable and perhaps prejudicial. 


12429 
IX. Findings and Order 


Upon the whole record, including the several rate filings 
and their accompanying documents, it is found and con- 
cluded that— 


(1) the rates under consideration in RP664 appear to 
be just and reasonable to the extent of their resulting rate 
of return level on the investigations made to date, but 
opportunity to rebut that showing on the merits should 
be afforded. 


(2) the rates under consideration in RP68-1 appear to 
be just and reasonable, to the extent of their resulting 
rate of return. 
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(3) the rates filed in Docket RP69-2 should be the subject 
of the order here subjoined. 


Accordingly, and subject to the Commission’s review, it 
is ORDERED: 


(A) From the date of this order’s finality, the Staff 
and any other party has 30 days in which to file written 
evidence, argument or pleading to contest the 6.98% earn- 
ings subject to Docket RP66-4. If there is no such filing, 
the rate of return level as an issue in RP66-4 is closed 
and concluded. 


(B) In RP68-1, the rate of return level as an issue is 
closed and concluded. 


(C) In RP69-2, the proposed increased rates filed in this 
proceeding are hereby disallowed, and Florida Gas shall, 
within 15 days of the date this order is final, file substitute 


tariff sheets with rates computed to include a rate of re- 
turn comprised of (a) 6.21% debt cost rate on the debt 
portion of the rate base (71.73%) plus (b) 10.6% return 
on the equity portion (28.27%). 
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(D) This order is without prejudice to such orders as 
may be required in the disposition of the remaining issues 
in these three proceedings, and any rates heretofore or 
hereafter collected under the various rate filings herein 
listed are subject to further order and possible refund, 
with interest, upon the disposition of those remaining is- 
sues, 


Wuuium L. Ents 
William L. Ellis 
Presiding Examiner 
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BEFORE THE 
FEDERAL POWEE COMMISSION 
Docket Nos. 


Florida Gas Transmission Company RP69-2 


Florida Gas Transmission Company Sea 


Brief on Exceptions of Commission Staff 
* e * * * * 
12444 
Staff’s Position 

It is the staff’s position that the Examiner’s findings 
and conclusions in Dockets RP66-4 and RP69-2 are in error 
and that his decision in Docket RP68-1 is incomplete in 
that it fails to make a finding as to the fair rate of return 
for Florida Gas for the period involved in that docket. 


The Examiner would permit Florida Gas to claim as part 
of its cost of service in Docket RP66-4 the 6.98 percent 
return actually earned from the increased T-1 and T-2 
rates which amounts to $1,350,941 in excess of the 6.5 
percent which those rates were originally designed to 
recover. It is our position that this finding would allow the 
company 

12445 
to claim, as support for the T-1 and T-2 rates for the 
period November 1, 1965 to June 8, 1968, increased in- 
terest costs related to the new T-3 facilities which did not 
become operative until June 9, 1968. It is also staff’s 
position that the Examiner’s tentative finding that Florida 
Gas’ 6.98 percent actual earnings is prima facie reasonable 
is unsupported by subsidiary findings or references to the 
record or the company’s briefs. 
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The Examiner’s finding that 6.5 percent is of little sig- 
nificance is contrary to his determination on the record 
that 6.5 percent is the allowable rate of return in Docket 
RP66-4 and that the company was free to argue for a 
higher rate to the Commission, for purposes of court re- 
view. 

Staff recommends that the Commission find that 6.5 per- 
cent is the fair rate of return in Docket RP66-4 and that 
Florida Gas be ordered to refund, with interest, the $1,350,- 
941 of earnings in excess of 6.5 percent for the locked-in 
period in Docket RP66-4. 


s * s * * * 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Rate of Return 


Before Commissioners: Lee C. White, Chairman; L. J. 
O’Connor, Jr., Carl E. Bagge, 
John A. Carver, Jr., and Albert 
B. Brooke, Jr. 


Docket Nos. RP66-4 and RP68-1 
Florida Gas Transmission Company 


Docket No. RP69-2 
Florida Gas Transmission Company 
Opinion No. 561 
Opinion and Order Determining Fair Rate of Return 
(Issued July 16, 1969) 
O’Connoz, Commissioner: 
1. At this stage of the proceedings our decision and order 
herein are limited to determining overall rates of return to 
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be allowed Florida Gas Transmission Company (Florida 
Gas) in three rate proceedings pending before the Com- 
mission. 


Background 


2. Florida Gas, the only major pipeline serving the penin- 
sula of Florida, is wholly owned by its largest resale cus- 
tomer, the Florida Gas Company, whose princpal function 
is the distribution of gas at retail. Approximately half 
of Florida Gas’ daily system throughput represents trans- 
portation of natural gas for the account of Florida Power 
Corporation and Florida Power & Light Company. 


3. T-1 is Florida Gas’ rate schedule for transporting gas 
purchased by Florida Power in Louisiana from Sun Oil 
Company, an intervenor. Florida Power is reimbursed by 
Sun Oil pursuant to the contract between them for half of 
any T-1 increase imposed by Florida Gas. 


4. T-2 is the rate schedule for transporting gas purchased 
by Florida Power & Light in Texas from Sun Oil. The 
T-2 customer, Florida Power & Light, is reimbursed by 
Sun Oil pursuant to the contract between them for all of 
any T-2 increase imposed by Florida Gas. 
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5. T-3 is the rate schedule for transporting gas purchased 
by Florida Power & Light in Louisiana from Pan Ameri- 
can Petroleum Corporation. 


6. Florida Gas also sells firm gas for resale under Rate 
Schedule G, and interruptible gas under Rate Schedule L 
These sales represent approximately 20 percent of the 
system’s daily throughput. The remaining approximately 
30 percent of the system’s daily capacity is sold directly 
to industrial customers. 
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Procedural Background 


7. Docket No. RP66-4 is a proceeding under Section 4(e) 
of the Natural Gas Act involving proposed increases in 
Florida Gas’ T-1 and T-2 rates. These increased rates 
were suspended by order issued September 30, 1965, 34 
FPC 995, and became effective November 1, 1965, subject 
to refund. 


8. Docket No. 68-1 is a proceeding initiated under both 
Section 4 and Section 5 of the Act. Florida Gas filed an 
initial Rate Schedule T-3 and proposed reductions in rates 
and charges in its Rate Schedules T-1, T-2 and G. The 
proposed rates were filed pursuant to conditions set forth 
in paragraphs (B)(2) and (B)(3) of the Commission’s 
Opinion No. 516 and order issued March 1, 1967, 37 FPC 
424, in Docket No. CP65-393, wherein we granted Florida 
Gas a certificate of public convenience and necessity au- 
thorizing the transportation of additional volumes of nat- 
ural gas for Florida Power & Light Company (FPL). 
9. In certifying the new facilities the Commission allowed 
the T-3 rate to become effective as an initial rate upon com- 
pletion of these facilities. The reduced rates were put in- 
to effect, subject to refund, on June 10, 1968, following a 
one-day suspension.* In view of the fact that the tariff 
revisions effective June 10, 1968, reduce the T-1 and T-2 
rates which are the subject of the proceedings in Docket No. 
RP66-4, that docket is now limited to a locked-in period 
from November 1, 1965, to the effective date of the re- 
duced T-1 and T-2 rates. 


1The certificate order imposed no condition relating to Florida Gas’ I 
(interruptible resale) service. 


2 Subsequently determined to be June 9, 1968. 
3 Order issued March 19, 1968. 
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10. By order issued July 19, 1968, we instituted an investi- 
gation of all of Florida Gas’ rates and consolidated Docket 
No. RP68-1 with Docket No. RP66-4. Hearings in both 
these dockets have now been completed. 


11. Docket No. RP69-2 involves another Section 4 applica- 
tion proposing to increase all of Florida Gas’ jurisdictional 
rates above those levels sought in RP68-1. We suspended 
the rate increases for five months and they become effective 
February 16, 1969, subject to refund.* Taking cognizance 
of the completed hearings in Docket No. RP68-1, our sus- 
pension order of September 13, 1968, stated that the rate- 
making principles deveioped therein might well eliminate 
entirely the necessity for hearing in RP69-2. 


12. Although Docket No. RP69-2 has not been consolidated 
with the other two dockets, hearing on the return issue 
has been completed and is now before us. Further hear- 
ings on the remaining issues therein have been postponed 
pending the issuance of our final order in Docket No. RP- 
68-1. 


13. Presiding Examiner William L. Ellis, by Initial De- 
cision issued January 6, 1969, has undertaken to dispose 
of the Phase I rate of return issues presented in all three 
dockets. 


Docket No. RP66-4 


14. This proceeding, covering approximately 32 months 
between November 1, 1965 and June 9, 1968, involves only 
the T-1 and T-2 rate schedules. 


15. Prior to November 1, 1965, the T-1 rate was 14.5 cents 
per Mef and the T-2 rate was 18.5 cents per Mcf. They 


4 These new rates, in turn, limit the time period for Docket No. RP68-1. 
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were then increased to 17.9 cents per Mcf and 21.9 cents 
per Mef respectively, both subject to refund. 


16. The increased charges for both T-1 and T-2 during the 
locked-in period total in excess of $4.5 million, of which 
approximately 82 percent is absorbed by Sun Oil. 
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17. Florida Gas’ cost of service presentation ° as originally 
filed in support of the increased rates was founded upon 
a 6.5 percent return. The revenues realized, as estab- 
lished at the hearing based on Florida Gas’ cost of service 
figures (which remain to be tested in Phase II), amounted 
to 6.98 percent return. Over the full locked-in period the 
difference in dollars per 0.1 percent of rate of return is 
approximately $279,100, or approximately $1,351,000 for 
the difference between a 6.5 percent rate of return and 
6.98 percent rate of return. Sun Oil’s 82 percent stake in 
the difference is approximately $1,000,000. 


18. The Examiner found that the overall 6.98 percent ac- 
tually earned on the basis of Florida Gas’ cost of service 
figures appeared to be just and reasonable. 


19. Staff has excepted to this holding and contends that 
Florida Gas is estopped from obtaining any more than a 
6.5 percent rate of return inasmuch as it based its cost 
presentation on a 6.5 percent rate and its economic witness 
relied on that cost of service utilization in reaching his 
conclusion that 6.5 percent was not in excess of a fair rate 
of return. Florida Gas endorses the Examiner ’s overall 


5 The cost presentation in this docket, upon consolidation, is based, by 
agreement, on the full locked-in period. 


6In the original certification the approved rates were based on an annual 
rate of return not in excess of 6 percent. 16 FPC 144-145 (1955). Subse 
quently, we approved a rate settlement which provided, inter alia, for rates 
based on an annual rate of return not in excess of 6% percent. 27 FPC 1123 
(1962). 
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rate of return determination of 6.98 in opposition to Staff’s 
exceptions thereto. It asserts that the rate of return of 
6.5 percent it utilized in preparing its rate filing was illus- 
trative only. 


20. We agree with the Examiner’s conclusion that Florida 
Gas is not estopped from obtaining a higher rate of return. 
While the rate of return stated in a company’s rate in- 
crease application is indicative of its views at the time 
of the filing, it is not necessarily binding. The fair rate 
of return is to be determined on the basis of all the rele- 
vant facts in the particular case. Michigan Wisconsin Pipe 
Line Co., 28 FPC 482, 


12639 


486; Alabama-Tennessee Natural Gas Co., 27 FPC 1180, 
1188. 


21. Under the terms of the agreement to utilize the full 


locked-in period rather than a test year Florida Gas was 
allowed to up-date its cost of service for such period. In- 
cluded by Florida Gas in its cost of service were interest 
costs incurred during construction of the facilities au- 
thorized in Docket No. CP65-393 for the T-3 service start- 
ing June 9, 1968. Staff and Sun Oil except to consideration 
of the cost of that financing as an actual cost of operation 
for the locked-in period. They contend that higher spot 
financing costs incurred in connection with a service which 
was not even in operation during the period should not be 
given any weight during the first locked-in period prior 
to June 9, 1968, in determining the allowance for rate 
of return. 


22. Florida Gas counters this argument by pointing out 
that while it is true that beginning in August 1967, the 
book capitalization and interest do include amounts related 
to the borrowing for the Docket No. CP65-393 construction 
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program, the funds and related interest are for only a 
nine months period (August 1967 to June 1968) of the en- 
tire 32-month period and the issue is not a material one. 
It says that if the contended-for allocation of book amounts 
were made, the computed capitalization, interest cost, and 
return to equity for the locked-in period would be affected 
only slightly. 


23. Allocating out the questioned cost would reduce the 
capitalization from $134,152,133 to approximately $123,- 
376,440. This would reduce the cost of imbedded debt from 
5.75 percent to 5.66 percent. The debt ratio would be 
reduced from 66.31 percent to 64.42 pecent with the equity 
ratio increasing from 33.69 percent to 35.58 percent. Based 
on an overall return of 6.98 percent the return on equity 
would be reduced from 9.41 percent to 9.36 percent. 


°A. We think Staff and Sun Oil are correct in their position 
on this matter but as indicated above the elimination has 


no significant effect on the end result. 


25. Economic evidence on rate of return in this docket was 
presented only by Florida Gas’ witness Dr. Dorau, who also 
testified with respect to rate of return in Docket Nos. RP- 
68-1 and RP69-2. He presented evidence of comparable 
earnings, cost of debt capital and the return needed for 
capital 
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attraction. Dr. Dorau concluded that the evidence was 
overwhelming that 6.5 percent was not in excess of a fair 
rate of return and he further testified that if a 6.88 per- 
cent rate of return were earned” on the transportation 
service it would not be in excess of a fair rate of return. 

76.88 was the preliminary indication of earnings at the time Dr. Dorau tes- 
tified. Earnings were subsequently determined to be 6.98, assuming the 
validity of Florida Gas’ cost of service figures. 
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26. Since neither Staff nor Sun Oil presented any rate of 
return testimony the Examiner gave them 30 days in which 
to file evidence to contest the 6.98 percent rate of return. 
Neither has done so. Whereas Staff relied on the estoppel 
theory Sun Oil in its brief on exceptions asserts that un- 
der the Natural Gas Act the burden of proof rests on 
Florida Gas, as the proponent, to show that the increased 
rates are just and reasonable and it contends that Florida 
Gas has not met its burden. It claims that the Examiner 
erred in shifting the burden to other parties. We do not 
agree that the Examiner has shifted the burden of proof 
by providing the parties an opportunity to controvert the 
evidence presented by Florida Gas. 


27. We have reviewed the economic evidence presented in 
this docket. This evidence is primarily set forth in Ex- 
hibit FG-30 and includes data relative to the cost of debt 
and senior capital as well as equity returns for a variety 
of public utility enterprises, including natural gas trans- 
mission companies. Data specifically relating to Florida 
Gas is in the form required by our rate increase filing 
rules. 


28. The capitalization for the locked-in period reflects a 
debt ratio of 64.42 percent and an equity ratio of 35.58 per- 
cent. The imbedded debt cost was 5.66 percent and assum- 
ing Florida Gas’ cost of service figures, equity earned a 
return of 9.36 percent. 


29. The evidence reveals that selected electric utilities 
during the four years preceding the locked-in period in- 
volved herein earned overall rates of return averaging 
slightly over 7 percent. The exhibit also reveals that the 
Bell System in 1965 had an overall return of approximately 
7.66 percent, allowing equity a return of 9.37 percent. 
Earnings of selected 
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natural gas distribution companies in 1965 averaged 7.64 
percent overall with earned equity return averaging 13.48 
percent. The data regarding selected natural gas trans- 
mission companies shows that for the year 1965 the average 
earned rate of return was 7.59 percent with equity earning 
an average of 14.69 percent. 


30. We recognize the inherent weakness in the utilization 
of selected companies for establishing by comparison there- 
with the appropriate return to be allowed the instant com- 
pany. Nevertheless we are persuaded that such evidence 
does present a basis for which we may form a judgment. 
Natural Gas Pipeline Company of America, Opinion No. 
544, mimeo p. 10, July 19, 1968. 


31. Based on the foregoing we conclude that an overall 
rate of return of 7 percent which allows an equity return 
of 9.36 is the fair and proper rate of return in this docket 
and should be allowed. 


Docket No. RP68-1 


32. This docket encompasses a review of all Florida rates, 
under both Section 4 and 5. Because of pancake filings 
it covers a locked-in period June 10, 1968 *—February 15, 
1969. 


33. Pursuant to a condition we imposed with the certificate 
issued for new facilities to be utilized in the T-3 rate 
schedule (37 FPC 424) Florida Gas filed reduced Rate 
Schedules T-1, T-2 and G (firm resale service) which were 
put into effect subject to refund, following a one-day sus- 
pension. 


8T-3 rates, not subject to a one-day suspension, became effective June 9, 
1968, 
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34. The cost of service evidence as originally submitted by 
Florida Gas contemplated a 7.2 percent overall rate of re- 
turn. However in his testimony in Docket No. RP68-1, 
Dr. Dorau stated his opinion that a fair rate of return for 
Florida Gas should be not less than 734 percent to 8 per- 
cent and that equity should earn not less than 14 percent. 
16 TR 2476-2478; Ex. No. FG-60. 
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35. The Staff’s evidence is to the effect that just and rea- 
sonable rates should reflect an overall return not exceed- 
ing 7 percent and that a return of somewhere between 65% 
percent and 7 percent would not be unreasonable. 


36. No rate of return for Florida Gas in this docket is set 
forth by the Examiner in the Initial Decision; instead, 
assuming the validity of Florida Gas’ cost of service, a 
return on the transportation services based on actual earn- 
ings is found to be 6.71 percent and the return on the G 
and I service based on actual earnings is found to be 6.88 
percent. The Examiner, finding that the actual return was 
less than Staff’s maximum concluded that this established 
that the rates did not exceed that which was just and rea- 
sonable and no refund or rate reduction from the filed 
rates was warranted. Accordingly, he ruled that ‘‘in 
RP68-1 the rate of return level as an issue is closed and 
concluded.”’ 


37. Staff excepts to the Examiner’s failure to make a find- 
ing as to the fair rate of return and contends that in the 
Phase II part of the decision the Examiner will have no 
rate of return figure to include in the overall cost of service. 


38. Sun Oil agrees with Staff’s exception that the Exam- 
iner has in this docket failed to make a finding of a fair 
rate of return for all of Florida Gas’ jurisdictional rates. 
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39. Florida Gas opposes Staff’s and Sun Oil’s contention 
that the Presiding Examiner should have made a specific 
fair rate of return determination for this period. It con- 
tends that the question of a specific fair rate of return need 
not be reached when earnings are, prima facie, so low as 
to indicate no refund obligation and the Examiner merely 
deferred the question to the time when the other cost of 
service issues are decided. Florida Gas asserts that his 
decision on the other issues may make it unnecessary to 
decide the question of a specific fair rate of return for 
this period. 
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40. We believe that it is essential to establish an overall 
rate of return in order that it may form the basis for a 
cost figure to be included in the overall cost of service in 
the second phase of this case. For the reasons which we 
set forth more fully hereafter in our discussion of Docket 
No. RP69-2, we determine that an overall rate of return 
of 744 percent is not in excess of a fair rate of return. 


41. Sun Oil also excepts to the Examiner’s conclusion that, 
in view of the subsequent filings, this docket is essentially 
a Section 4 proceeding by reason of the locked-in time 
period. Thus, says Sun Oil, the Examiner, in effect vitiated 
and rescinded the Section 5 investigation we ordered. It 
claims that the failure to deal with the Section 5 aspects 
of RP68-1 would deprive it of its right to have its costs of 
service presentation in RP68-1 fully considered on its 
merits. 


42. Prior to February 16, 1969, the T-3 and I rates were 
not collected subject to refund as were the T-1, T-2 and 
G rates. Accordingly, the Examiner is correct in char- 
acterizing this docket as essentially now a Section 4 pro- 
ceeding since the rate of return we set will have a bearing 
on the T-1, T-2 and G collections but cannot change the 
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T-3 or I rates in effect during the period encompassed by 
the docket. 


43. Nevertheless we believe that by reason of our order 
of July 19, 1968, wherein we instituted an investigation of 
all of Florida Gas’ rates, Sun Oil’s cost of service pres- 
entation in Docket No. RP68-1 should be preserved. It 
shall be considered on its merits in Docket No. RP69-2 
along with all other appropriate evidence submitted by 
any party since all of Florida Gas’ jurisdictional rates are 
in issue therein. 


Docker No. RP69-2 


44. Rate increases involving all of Florida Gas’ jurisdic- 
tional rates were filed on August 1, 1968, suspended per 
Commission order of September 13, 1968, and became effec- 
tive February 16, 1969, subject to refunds. The amount of 
the increase in the annual cost of service is approximately 


$3,350,000, being an increase of slightly over 4 percent. 
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45. Florida Gas has based its rates on 714 percent overall 
rate of return which, on an equity ratio of 28.27 percent, 
equates to a return on equity of 10.79 percent, and on a 
debt ratio of 71.73 percent allows full return on the im- 
bedded debt of 6.21 percent. 


46. Staff recommends an overall rate of return of 7 
percent, which, after allowance for the imbedded debt, 
would return 9.01 percent on equity. 


47. The Examiner made no finding of an overall rate of 
return but allowed rates which permit the recovery of 
imbedded debt cost and equate to a 10.6 percent return on 
equity. These rates actually result in an overall rate of 
return of 7.483 percent. 
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48. The Examiner, in approving rates which will permit 
a return of 10.6 percent on equity, compared the capital 
structures and rates of return on equity which resulted 
therefrom as detailed in the Commission’s decision in the 
three recent rate of return cases—Panhandle, Natural and 
Cities. In making the comparisons he relied on a chart 
prepared by Florida Gas which diagramed equity earnings 
and equity capital ratios and from which he sketched in 
a ‘“‘trend line’. He noted that Florida Gas’ claim to a 
10.79 percent return on equity falls directly athwart the 
trendline but he reduced the return to 10.6 percent based 
on an adjustment conforming with Natural’s equity ratio. 


49. Whatever the efficacy of the chart, Staff excepts to 
the Examiner’s reliance on a mechanical approach to an 
overall rate of return which places undue emphasis on the 
equity ratio and return on equity. Staff cites our decisions 
in El Paso Natural Gas Co., 28 FPC 688, and Panhandle 
Eastern Pipeline Co., Opinion No. 543, to the effect that 
computation of an overall rate of return is the end result 
of many factors, some of them intangible requiring judg- 
ments. We have repeatedly stated that the relative weight 
to be given the varying factors does not lend itself to pre- 
cise mathematical determination. In the final analysis ‘‘the 
financial needs of a company and its investors 


940 FPC 98 and 81 and Opinion No. 547 (issued October 14, 1968). 
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must be weighed in the light of the Commission’s responsi- 
bility under the Natural Gas Act to assure consumers a 
continuing supply of gas at the lowest reasonable rates.’? 2° 
50. Florida Gas challenges Staff’s contention that the Ex- 
aminer failed to give proper weight to various factors in 


10 Natural Gas Pipeline Company, 40 FPC 81, 88. See also Tennessee Gas 
Transmission Co., 24 FPC 525. 
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determining a fair rate of return. It says the judgment 
factors as proposed by Staff are so generalized that no one 
can translate them into their effect in Staff’s recommen- 
dations. 


51. Among the factors which Staff contends the Examiner 
failed to give proper weight is Florida Gas’ risk position 
which Staff says is highly favorable. The Examiner noted 
that Florida Gas has an unusual market situation—10 per- 
cent for firm needs of distributor customers; 10 percent for 
distributor interruptible purchases; 30 percent for direct 
industrial ; 50 percent for transportation services to Florida 
Power and Florida Power & Light.** The Examiner con- 
cluded, however, that the risk of competition from oil 
equated to a risk not less than a low risk company with a 
well balanced market like Panhandle. 


52. In its opposing exceptions Florida Gas disagrees with 
Staff’s view that it is in an unusually favorable risk posi- 
tion, contending to the contrary that it is a high risk pipe- 
line because of the unique characteristics of the market it 
serves. It cites the Commission’s pessimism in its original 
certificate case (16 FPC 118, 123) regarding the risks of 
this operation. It minimizes its position as the only pipe- 
line in Florida, its ties with the parent distribution com- 
pany, and its long term take or pay contracts with its utility 
customers. It claims that its low earnings in comparison 
with the industry as a whole, its high debt costs, its low 
bond rating, and its low interest coverage ratio in com- 
parison with the rest of the industry all indicate a high 
risk operation. It contends it is highly vulnerable to a 
switch to alternate fuels by its industrial customers which 
now utilize more than half of the system’s throughput, but 
how these customers could switch, even if so inclined, is 
not elaborated upon. 


11 All percentages are approximate. 
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53. In his latest testimony, essentially a comparability 
study, Dr. Dorau concluded that the 714 percent rate of 
return utilized by Florida Gas in its cost of service de- 
termination was below a fair rate of return and, hence, 
should be allowed."* 


54. In large measure Dr. Dorau reached his conclusion that 
a 10.79 percent equity return is too low because it is far 
below Moody’s selected ten natural-gas pipeline companies’ 
average earnings on equity of 15.22 percent and the 15.70 
percent earnings on equity of his alternatively selected 
twelve natural-gas pipeline companies. (54 TR 7112; Vol. 
II, pp. 145-146; Ex. 16, p. 106, Col. 4 and 7, line 4.) Dr. 
Dorau’s conclusion is a manifestation of the doctrine that 
actual earnings of other companies are fair return, which in 
turn becomes the standard against which lesser returns are 
to be deemed less than a fair return. But actual earnings 


of other companies by reason of being earned are not 
thereby converted into fair return. Among the many diffi- 
culties and complexities entailed in comparing earnings in 
addition to varying capital structures and operational 
problems, is, in many instances, the necessity to adjust for 
the upward bias due to the impact of non-utility earnings. 


55. Staff’s economic evidence, as promulgated by Dr. 
Spain, is based on essentially the same approach he ad- 
vanced in the Panhandle, Natural and Cities cases; to wit, 
investor demand or cost of capital attraction and compari- 
son of yields and earnings, similar risks and situations. 
His conclusion was that a fair rate of return should not 
exceed 614 percent. 


1254 TR 7112; 56 TR 7181, et seq. Statement P., Vol III. Seo summary, 
initial decision, pp. 36-37. 


13 He also testified that not less than an 8 percent rate of return should be 
allowed and that in the range of 8 to 9 percent would be fair. 56 TR 7188- 
7189. 
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56. Staff also presented economic evidence through John 
J. McGrath. His analysis, like Dr. Dorau’s, was basically 
a comparability study. (16 TR 2651, 39 4906, EX. ST-19) 
He presented an analysis of various financial data including 
yields of United States Treasury bonds, bond yields of 
various 
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regulated and unregulated corporate enterprises, the re- 
turns earned on common equity and the earnings price 
ratios of major natural gas pipeline companies, data rela- 
tive to six natural gas holding companies and pertinent 
financial data related to Florida Gas and its parent com- 
pany. Based on his analysis of these data he recommended 
a fair rate of return for Florida Gas of 7 percent. He also 
calculated the impact of his recommendation on the public 
shareholders of the pipeline’s parent and recommended 
application of double leverage be considered in these pro- 
ceedings. 


57. The Examiner refused to accept the doctrine of double 
leverage proposed by Staff because he said it leaves a lot 
of questions unanswered in accordance with the view that 
the notion of leverage is a qualitative one and cannot be 
translated into a quantified increment in return on equity. 


58. Staff excepts to the Examiner’s view and contends that 
the Commission is aware that the return on equity to a 
subsidiary is not necessarily the measure of the return to 
the parent’s stockholders.* Thus, says Staff, while the 
Commission has not relied on the double leverage theory 
it has recognized that it enhances the return to the parent’s 
stockholders. Staff says this enhancement even at a seven 
percent rate of return returns 12.48 percent on the equity 
of the parent’s stockholders. 

14 Midwestern Gas Transmission Co., 32 FPC 993, 1000; Knocville Utilities 
Board, et al. v. East Tennessee Natural Gas Co., 35 FPC 534, 540. 


411 


(12647) 


59. Opposing Staff’s suggestion that double leverage be 
utilized, Florida Gas in its brief opposing exceptions asserts 
that the theory is logically unsound, produces unreasonable 
results, is unprecedented, has been previously rejected by 
the Commission and should be rejected again. Florida Gas 
claims that Staff’s double leverage result is based on a 
hypothetical shift of equity to debt with a residue equity 
ratio of 13.60 percent. It says that the resultant theoretical 
reduction of equity ratio from 28.27 percent to 13.60 per- 
cent creates an ‘‘improbable capitalization’’.* 


15 Debt 81.78 percent; preferred 4.62 percent; equity 13.60 percent. 
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60. Admittedly, there is no definitive way of determining 
the attraction quotient for equity in a wholly owned sub- 
sidiary. To the extent that price-earnings ratios are cur- 
rent indicators of what equity demands in order to be at- 
tracted, this clue is unavailable to the Commission in this 
case. Double leverage presents inherent problems of quan- 
tification. Comparability, the device utilized by both com- 
pany and staff witnesses, is susceptible to selectivity and 
translation. Hence, within the framework of various 
theories and the present record we necessarily exercise a 
judgment relating to the facts and circumstances of this 
particular pipeline. 


61. An overall rate of return of 7144 percent equates to a 
return on equity of 9.9 percent on the capitalization in this 
docket. Each 1 percent of overall return affects the re- 
turn on equity by approximately .445 percent. 


62. There is no fixed level for an appropriate return on 
equity. In the three recent cases appropriate equity return 
varied between a low of 7.39 percent and a high of 11.18 
percent. Each return was determined by factors, tangible 
and intangible, specifically applicable to each pipeline. We 
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are ever mindful that return on equity should be sufficient 
to assure the financial soundness of the company. In a 
wholly owned subsidiary this factor is necessarily wound 
up with the financial soundness of the parent. The impact 
whereby the public interest is to be measured is to be found 
in overall rate of return. 


Ovenatt Rate or Return For 
Docker Nos. RP68-1 axp RP69-2 


63. On balance it would appear that Florida Gas, whatever 
its early problems, is no more of a risk than other mature 
pipelines. It is the only major pipeline serving the penin- 
sula of Florida; has long term non-cancellable contracts, 
including that with its parent company; guaranteed annual 
revenues !* and in view of the current stage of its looping 
program it is entering a potentially profitable period. Be- 
cause a high proportion of its business is the rendering of 
a transportation service it is also less vulnerable to the 


risk of gas purchase cost increases. 


——— 


16 Due to take-or-pay provision in its tariff; especially T-1, T-2 and T-3. 
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64. In excess of 50 percent of Florida Gas’ daily delivery 
capacity is comprised of transportation and delivery under 
long-term contracts to two of the largest electric utilities 
in the State of Florida. Its revenues under this jurisdic- 
tional operation accounts for more than 35 percent of its 
total revenues. No other pipeline subject to our jurisdic- 
tion with total revenues equal to or greater than Florida 
Gas had transportation amounting to more than 4 percent 
of its total revenues.” There is no suggestion in this rec- 
ord, nor a basis for one, that there is any risk of loss in 


17 We have excluded Columbia Gulf Transmission Company whieh trans- 
ports gas solely for its affiliate United Fuel Gas Company. 
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this substantial portion of Florida Gas’ operation, even 
over the long term. As we stated earlier in this opinion, 
Florida Power is only subject to one-half of any increase 
in the transportation charges under the T-1 rate schedule 
and Florida Power & Light is fully reimbursed under the 
T-2 rate schedule. Since these two contracts provide over 
41 percent of the total transportation services provided 
by Florida Gas, and since over 50 percent of Florida Gas’ 
daily delivery capacity is for transportation services, any 
risk of loss of these customers due to increases in the cost 
of transportation is substantially reduced for Florida Gas. 
Further, Florida Power and Florida Power & Light’s con- 
tracts with the producers contain 100 percent take or pay 
provisions.* This further reduces any risk to Florida Gas 
of the power companies switching to alternative fuels. 


65. The record also shows that a little more than 20 
percent of Florida Gas’ daily delivery capacity represents 
sales for resale to distribution companies, among which 


Florida Gas’ parent is its largest single customer. The 
remaining approximately 30 percent of daily throughput 
is for direct sales to industrial customers and electric gen- 
erating customers. 


66. The Company’s consultant witness arrives at his 
recommended rate of return, at least in part, based on his 
conclusions that Florida Gas’ market is far from stabilized 
that it exhibits unusual characteristics in the proportion 
of gas sold for industrial as distinguished from residential 
and commercial use so that it is exposed to the risk of 
change to alternate fuels by large customers, and that a 
substantial number of these customers conceivably could 
terminate this service in the foreseeable future. 


18 FPO Gas Tariff original Volume No. 2, Florida Gas Transmission Co., 
Rate Schedule T-1, Article IV, paragraph 6; Rate Schedule T-2, Article V, 
paragraph 7. 
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67. It would appear that the only foreseeable system busi- 
ness loss may be due to the lag time necessary to make 
service connections to the increased business available to it. 
The record also establishes that at the end of 1967 the 
reserves of natural gas dedicated to Florida Gas exceeded 
17 years of supply, and that over 50 percent of these re- 
Serves are provided by ‘‘corporate warranty’’ contracts 
which eliminate both the quantitative and deliverability 
uncertainties of the usual gas supply contract. 


68. We turn next to consideration of Florida Gas’ financial 
risks. As outlined by the Examiner, the company’s wit- 
nesses referred to the fact that the company’s only rated 
bonds are of Ba quality, and that its cost of senior capital 
is probably the highest of any major pipeline. They also 
discussed the competition in the money market, and the 
significance of the interest coverage ratios used by the 


financial community. 


69. There is no dispute that Florida Gas’ cost of imbedded 
debt in Docket Nos. RP68-1 and RP69-2 is 6.21 percent. 
The overall rate of return we find fair and reasonable in 
these dockets gives full recognition to this embedded cost. 
While it is true that the trend of this cost is upward, and 
arguments have been advanced that overall rate of return 
should not be less than current debt costs, we continue our 
view that it would not be appropriate to allow additional 
increment on top of imbedded debt cost in recognition of 
current spot interest rates..® 


70. Florida Gas’ imbedded debt cost, as compared to that 
of other pipeline companies, does not reflect &@ propor- 
tionately higher financial risk, but rather the fact that 
Florida Gas first entered the money market approximately 


19 Natural Gas Pipeline Company, 40 FPC 81, 88. 
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ten years ago when debt costs were at the highest point 
for approximately the twenty years previous. Staff’s Ex- 
hibit ST-19 shows that despite its initiation into the money 
market in a period of high cost of senior debt, Florida 
Gas, on the average, has financed its growth at a cost 
either equal to or only slightly higher than more mature 
pipeline companies engaging in financing at approximately 
the same time. The greatest differential of 4% percent in 
comparative cost to Florida Gas was incurred in its earliest 
financing. Florida Gas borrowed at 514 percent in January 
1959, while Southern Natural was able to borrow at 5 per- 
cent and in December 1961, it cost Florida Gas 534 percent 
in contrast 
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toa 514 percent cost to Tennessee Gas Transmission. How- 
ever, in August of 1966 Florida Gas was able to borrow at 
6 percent while Trunkline Gas paid 614 percent and Natural 
paid 614 percent. In August of 1967 Florida Gas paid 67% 
percent compared with Transco’s cost of 634 percent but 
in November of 1967 it paid only 634 percent against North- 
ern Natural’s higher cost of 6% percent. In December 1967 
the cost of money to Florida Gas was 67% percent compared 
with 6%4 percent paid by Natural. <A review of Florida 
Gas’ debt structure reveals that out of a total debt of 
$186,369,000 only $15,000,000 will mature in 1970 and 
$12,000,000 will mature in 1971 whereas approximately 
$70,000,000 is not due until 1979, $12,000,000 not until 1982, 
and $77,450,000 not until 1986-1988. It is obvious that its 
need to refinance maturing debt at currently high rates is 
less acute and more remote than that of older pipelines 
whose debt maturities reflect the great expansion in the 
decade following World War II. It follows then that any 
increase in imbedded debt cost to which Florida Gas may 


20See Appendix A. 
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be exposed in the next decade will be proportionately less 
than for pipelines of older vintage with currently lower 
imbedded costs and approaching maturities. 


71. Consideration of the evidence in this record and partic- 
ularly the company’s own evaluation of its accomplish- 
ment over the nine year period of its existence leaves little 
doubt that it has made tremendous strides in growth of 
physical plant and average daily throughout, made im- 
pressive increase in earnings, and secured adequate financ- 
ing on the rates of return we have allowed, amounting to 
6 percent at time of original certification and 6.5 percent 
in 1962. 


72. Chairman White, in his dissent, refers to the three 
most recently contested cases determining rate of return 
before this Commission and points out that the overall 
rates of return allowed were lower than what we allow 
Florida Gas Company. We would point out that while the 
overall rates of return are lower, the returns allowed on 
equity were 11.18 percent for Panhandle Eastern Pipeline 
Company, 9.52 percent for Natural Gas Pipeline Co. of 
America, and 7.39 percent for Cities Service Gas Com- 
pany. It 
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must also be noted that Cities Service was stated by the 
Commission to be an atypical gas company due to its unique 
financial structure and its being a subsidiary of an oil 
producer. 


73. Since Angust 5, 1960, there have been twelve (12) 
contested rate-of-return cases before this Commission. Of 
those, seven (7) have been allowed as much as, or a greater 
return on equity, than we have allowed Florida Gas. Of 
the five (5) remaining, two (2) were allowed 9.5 percent 
return on equity. Another two (2), Midwestern Gas Trans- 
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mission and East Tennessee Natural Gas Company, are 
subsidiaries of another major transmission company. 
These two companies were allowed 9.26 percent and 8.53 
percent respectively. The fifth company was the Cities 
Service Gas Company mentioned above. 


74. The overall rates of return for these twelve com- 
panies has risen from a low of six percent to the 6% per- 
cent recently awarded to Natural Gas Pipeline Co. of 
America in line with the increased costs of capital, equip- 
ment, labor and other expenditures, but the figures cited 
above serve to point out that the return on equity has not 
risen proportionately. 


75. Based on the foregoing discussion and in the light of 
the Commission’s responsibility to set fair and reasonable 
rates which will foster a healthy industry able to meet the 
increasing natural gas needs of the economy in the most 
economical manner, we conclude that the fair and reason- 
able rates of return to be allowed Florida Gas should be 
increased from the 7 percent found to be just and reason- 
able for the earlier locked-in period involved in Docket 
No. RP66-4 to 714 percent in Docket Nos. RP68-1 and 
RP69-2. This overall rate of return will permit recovery 
of the higher imbedded debt cost during the latter two 
docket periods (6.21% as contrasted with 5.66%) and also 
allow for a slightly higher rate on equity (9.9% as con- 
trasted with 9.36%) which we believe is justified in the 
light of the shift in capital from 64.46% debt as of the time 
of RP66-4, to 71.73% debt in the latter docket. (See Pan- 
handle Eastern P.L. Co., 40 FPC 98, 108.) We believe that 
the 714 percent allowed prospectively will generate sufficient 
net income to adequately compensate the investment made 
to provide service to the public considering the risk in- 
volved as hereinbefore discussed. 
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The Commission further finds: 


(1) The fair and reasonable rate of return to be used 
in computing the cost of service in Docket No. RP66-4 
for the period November 1, 1965-June 9, 1968, is not more 
than 7 percent. 


(2) The fair and reasonable rate of return to be used 
in computing the cost of service in Docket No. RP68-1 for 
the period June 10, 1968-February 15, 1969, and in Docket 
No. RP69-2, prospectively, beginning February 16, 1969, 
is not more than 714 percent. 


(3) The rates of return we are allowing for the locked-in 
periods referred to in paragraphs (1) and (2) above, in 
and of themselves, do not indicate whether refunds are 
applicable to those periods. In those periods that de- 
termination will be made on the full record presented in 


Phase II of those proceedings. 


The Commission orders: 


(A) On or before August 1, 1969, Florida Gas shall file 
revised rate schedules effective as of February 16, 1969, 
acceptable to the Commission, changing the rates in effect 
subject to refund in Docket No. RP69-2. The revised rate 
schedules shall reflect a rate of return of 714 percent. 


(B) On or before September 1, 1969, Florida Gas shall 
submit refund reports, subject to the approval of the Com- 
mission, including interest at 7 percent, to be compounded 
monthly (subject to the outcome of the further proceeding 
regarding Docket No. R-340, see Texaco Inc. v. FPC, — 
F. 2nd —, CA3, Nos. 17379 and 17540 decided June 12, 
1969) through August 31, 1969, setting forth the amounts 
due for jurisdictional sales to their customers based on 
the difference between rates effective February 16, 1969, 
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and the reduced rates filed pursuant to Paragraph (A) 
above for the period since February 16, 1969. Unless neti- 
fied to the contrary by the Secretary on or before Sep- 
tember 29, 1969, Florida Gas shall make the indicated re- 
funds on or before October 6, 1969. 


(C) This order is without prejudice to further hearings 
and determination in these proceedings on the issues not 
herein decided, including but not limited to consideration in 
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Docket No. RP69-2 of Sun Oil’s cost of service presenta- 
tion in Docket No. RP68-1. It is also without prejudice 
to such further order or orders as the Commission may 
issue in the disposition of these dockets. 


By the Commission. Chairman White dissenting filed a 
separate statement appended hereto. 


Kenneta F. Proms, 
Acting Secretary. 
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Docket Nos. RP66-4, RP68-1 and RP69-2 


Frorma Gas Transmission Co. 
(Issued July 16, 1969) 
Ware, Chairman, dissenting: 


In recent months we have been experiencing a rate of 
inflation which has caused great concern to the Nation. 
The Administration’s efforts to contain inflation through 
the use of fiscal policies have not yet been successful and 
present indicators are not particularly encouraging. Now 
comes the majority of the Federal Power Commission to 
protect Florida Gas from the ravages of inflation by per- 
mitting a rate of return which is 37 points in excess of 
that which we have allowed any other pipeline in the his- 
tory of this Commission and which is more than 11 percent 
above the highest rate we had allowed up to just one year 


ago. In my view the majority opinion does more than 
simply protect the financial integrity of Florida Gas, for it 
allows a far higher return than is necessary to the con- 
tinued health of this very healthy pipeline and thus adds 
fuel to the already raging inflationary fires. 


Until July 19, 1968, this Commission had not authorized 
a rate of return in excess of 6.5 percent. On that date, 
Natural Gas Pipeline was authorized a return of 6% per- 
cent. At the same time Panhandle Eastern,? and at a 
later date Cities Service,? were allowed returns of 65% 
percent. This is the first fully litigated rate case to be 
decided by this Commission since the Cities Service case 
and I believe the majority in authorizing returns of 7 per- 

1 Natural Gas Pipeline Company of America, 40 FPC 81 (1968). 

2 Panhandle Eastern Pipe Line Company, 40 FPC 98 (1968). 


3 Cities Service Gas Company, Opinion No. 547 (issued October 14, 1968). 
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cent for a locked-in period in the past and 714 percent for 
the future has granted rates which exceed the fair rate of 
return required by the Natural Gas Act for a company 
like Florida Gas in the light of the record in this case. 


Florida Gas is a pipeline in as favorable a market posi- 
tion as any in the country and is clearly one subject 
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to very low risk. Although the Commission expressed 
some concern about the viability of Florida Gas’ initial 
project when it was certificated in 1956, Florida Gas’ 
growth has been very strong and there can be no question 
about its present viability.‘ The majority opinion, although 
somehow avoiding denominating Florida Gas as the low 
risk company it clearly is, enumerates the very elements 
which in fact show the pipeline to be one of, if not the, 
least risky companies we regulate. It is the only major 
pipeline serving the peninsula of Florida; over 50 percent 
of its daily delivery capacity is comprised of transporta- 
tion service for Florida Power Corp. and Florida Power & 


4For the period 1961-1967, Florida Gas’ growth as shown in the FPC’s 
annual publication, Statistics of Interstate Natural Gas Pipeline Companies 
has far exceeded the growth of the industry. 


Average Annual Growth 
in Percent, 1961-1967 


——_————— 
Florida Gas ‘¢Major’’ Pipelines 

1. Gas Utility plant (gross) 16.3 5.5 

2, Gas utility plant (net) 13.7 3.8 

3. Total sales? 15.0 5.7 

4. Gas operating revenue 11.2 4.2 


1 Excludes gas transported for others. 
Florida Gas’ parent company’s annual report to stockholders for 1967 (Ex- 
hibit FG-67, Docket 68-1) indicates the pipeline’s rate of growth in Florida 
is ‘‘unsurpaseed nationally and should continue at s high level in the fore- 
seeable future.’’ 
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Light whose gas purchase contracts reduce the impact of 
gas rate increases on those utilities thereby minimizing 
the likelihood of the utilities’ switching to alternative 
fuels; it has guaranteed annual revenues; and as it con- 
tinues the looping of its pipeline,® it will be entering its 
greatest profit period. 


SIf Florida Gas’ application in CP 68-179 is approved and the facilities 
built, approximately 80 percent of the entire pipeline will be looped. 
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With regard to the pipelines’ future prospects, its cer- 
tificate application filed in December, 1967 in Docket CP68- 
179 well documents the favorable market situation it faces 
in Florida. 


The increase in Applicant’s system capacity pro- 
posed in this Application is designed to meet the re- 
quirements of Applicant’s customers in the third year 
of operation of the proposed facilities. This growth 
represents a continuation of historical trends experi- 
enced by Applicant, and reflects the continuing accel- 
erated growth of all segments of the economy and 
population of the State of Florida. It is well known 
that during the 1950-60 decade, Florida had the highest 
population growth rate—79 percent—of any of the 
States. Presently, there are over 6 million people 
living in Florida and the State ranks 9th in population, 
compared to a population of 2.7 million and a rank 
of 20th in 1950. It is estimated that by 1975 the pop- 
ulation of Florida will have reached 7.5 million. The 
economy of Florida, likewise, shows a pattern of 
growth which continues to exceed the national increase. 
In the 16 year period since 1950, manufacturing em- 
ployment in Florida increased 170% compared to a 
gain of 29% nationally. Between 1960 and 1966 bank 
assets increased 59 percent and income from all sources 
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increased by 44 percent to over $14 billion. In both 
instances, Florida’s gain was above the national aver- 
age. 

The foregoing reflects the continuing steady, high 
rate of growth currently taking place in the State of 
Florida. From Applicant’s standpoint this means an 
ever-increasing demand for natural gas by the market 
which it serves. 


One of the principal factors relied on in the majority 
opinion for the increase in return in the last two dockets 
is the fact that Florida Gas has an imbedded cost of debt 
of 6.21 percent, an increase from the 5.66 percent cost in 
Docket RP66-4. This appears to be the highest imbedded 
debt cost among the major pipelines but it does not indicate 
that the market views Florida Gas’ present prospects any 
differently from those described above. Florida Gas’ only 
public offering 
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led to a bond rating which was relatively low (Ba) but 
in my view this is due to its being a comparatively new 
company which has not had a long history of floating and 
retiring bonds. Furthermore, this rating apparently has 
not seriously hampered its ability to borrow money for as 
the majority opinion points out, Florida Gas has been able 
to borrow money in some instances at less cost than other 
older, more established pipelines. 


..-in August of 1966 Florida Gas was able to borrow 
at 6 percent while Trunkline Gas paid 61% percent and 
Natural paid 6% percent. In August of 1967 Florida 
Gas paid 6% percent compared with Transco’s cost 
of 634 percent but in November of 1967 it paid only 
6%4 percent against Northern Natural’s higher cost 
of 67% percent. In December 1967 the cost of money 
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to Florida Gas was 67g percent compared with 6%4 
percent paid by Natural. 


Tt should be noted that Natural had a bond rating of Aa 
when it borrowed in December 1967. The great bulk of 
Florida Gas’ outstanding debt is not due until 1979 or 
later so that, unlike the older pipelines, it will not have 
to do a lot of refinancing in the near future. 


By dissenting, I do not mean to suggest that no increase 
in Florida Gas’ rate of return is warranted over the 6 
percent originally allowed it in 1956, or the 6.5 percent in- 
corporated into its 1962 settlement rate. However, I be- 
lieve the outer limit of a fair return in Docket No. RP66-4 
for the period prior to June 10, 1968 is 634 percent (which 
is a quarter of one percent higher than the pipeline sought 
when it filed its rate increase) and 7 percent in the last 
two dockets in question. This increase recognizes the fact 
that it has cost Florida Gas more to finance its recent ex- 
pansions (the major one of which we certificated in re- 
sponse to a claim, among others, that it would result in a 
reduction of costs of its existing consumers, though, by 
the time of our action, the unlikelihood of this coming to 
pass should have been clear). The increase I would allow 
would permit the company to cover its debt charges and 
still earn slightly over 9 percent on equity for the future. 
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This equity return is lower than that we have allowed 
recently for many, though not all pipelines, but it is, in 
my judgment, more than sufficient to permit Florida Gas 
to remain healthy and to meet the required service of its 
largely captive market. I need not repeat the evidence 
showing the low risk nature of the operation. Also im- 
portant, however, is the fact that Florida Gas is a wholly 
owned subsidiary of the Florida Gas Company and the 
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return on equity that the parents’ stockholders recoup 
from their investment in Florida Gas is, using the staff’s 
double leverage computation, in the range of 12.5 per- 
cent. I am, of course, aware that the Commission has 
never accepted the double leverage contention as a quanti- 
tative test, and am prepared to agree that no such mechan- 
ical application of the theory is advisable. But surely it 
is strange that unlike the other three recent analogous 
cases, in all of which the complete or majority ownership 
of the pipeline by a parent body was given express con- 
sideration by the Commission in limiting the level of the 
pipelines’ allowed return on equity,® no such consideration 
is given in fixing the Florida Gas rate. The evidence pro 
and con on double leverage is, it is true, mentioned in 
the majority opinion, but then the matter is dropped, no 
discount to the fair return on equity is made or is the 
matter even mentioned or otherwise discussed. In my 
opinion, giving weight to the leveraged situation which 
exists in the present case, together with the relative absence 
of risk, fully justifies an allowed return for Florida Gas 
on equity at the 9 percent level.” 


6 Midwestern Gas Transmission Co., 32 FPC 993, 1000 (9.26%); Knoxville 
Utilities Board, et al. v. East Tenn. Natural Gas Co., 35 FPC 534, 540 
(8.53%) ; Natural Gas Pipeline Company, 40 FPC 81, 92 (9.52%). 


TIt is most misleading to compare this with alleged average returns on 
equity for pipelines (or other so-called ‘‘comparable’’ risks) in the 13-15 
percent range. Such statistics include (1) the return resulting from the in- 
vestment tax credit, (2) return on nonjurisdictional sales and (3) earned 
return at rates higher than allowed return stemming from regulatory lag, 
which in turn stems in not inconsiderable part from the, to my mind, wise 
(as well as necessary) policy of this and other regulatory agencies to re- 
frain from putting pipelines on a cost-of-service tariff or initiating rate re- 
duction cases unless substantially more than the allowed return is indicated 
(by the already out-of-date data filings) to be being earned. Such uncritical 
parroting of obviously skewed figures can only result in giving the relatively 
new comparative earnings test the same anti-consumer, anti-regulatory order 
that led to the junking of Smythe v. Ames fair value rate base for one based 
on original cost, depreciated. 
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The majority opinion is, in my judgment, a disservice 
to the public interest even assuming, as I must, that this 
case is not intended to set a norm, or, worse yet, a floor 
for dealing with other major pipelines, but merely re- 
flects the majority’s view of the special situation of Florida 
Gas. I fear the majority has only added to the infla- 
tionary fires and has done so at the very time the Ad- 
ministration and the Congress by proposing the abolition 
of the investment tax credit, among other steps being 
taken or proposed, are striving to douse these fires. We 
cannot, in fixing rate of return, ignore the results of the 
existing inflationary situation, but we need not, and, I 
am convinced, should not immunize our regulated com- 
panies from the government’s anti-inflation efforts by fix- 
ing a rate of return for the future so high as to permit 
them to ignore all general financial restraints. I would 
point out, too, that it is much easier to raise rates and 
rates of return than to lower them when the market situ- 
ation is reversed. I am convinced that a 7 percent rate 
of return for Florida Gas is fully adequate to permit it 
to continue its flourishing growth, and that anything more 
is a disservice to the public we were established to protect. 


Lez C. Warre 


Chairman 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Rate or REturN 


Before Commissioners: John N. Nassikas, Chairman; L. 
J. O’Connor, Jr., Carl E. Bagge, John A. Carver, Jr., 
and Albert B. Brooke, Jr. 


Docket Nos. RP66-4 and RP68-1 
Docket No. RP69-2 


Froripa Gas Transmission CoMPpany 
and 


Frorma Gas Transmission CoMPaNny 


Order Denying Application for Rehearing 
(Issued September 12, 1969) 


The Commission, on July 16, 1969, issued Opinion No. 
561 and accompanying order which was limited to deter- 
mining the fair rate of return to be allowed Florida Gas 
Transmission Company (Florida Gas). All other issues 
involved in these dockets were left for subsequent de- 
termination. 


On August 15, 1969, Sun Oil Company (Sun), inter- 
venor, filed an application for rehearing. 


Sun challenges the Commission’s action in granting a 
return of 7 percent in Docket No. RP66-4. 


Sun also contests our approval of the Examiner’s char- 
acterization of the Section 5(a) investigation of Docket 
No. RP68-1 ‘‘as essentially now a Section 4 proceeding’’. 
It contends that the Commission thereby terminated the 
investigation without a decision which it has no power to 
do. 
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Rare or Return 


Docket No. RP66-4 involves an application for increases 
by Florida Gas in its T-1 rate for the transportation of 
gas which Sun sells in the field to Florida Power Cor- 
poration 
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(Florida Power) and in its T-2 rate for the transporta- 
tion of gas which Sun sells in the field to Florida Power 
and Light Corporation (Florida P & L). 


Sun contends that the 7 percent rate of return we al- 
lowed was without substantial evidentiary support or ade- 
quate findings. Further, that the granting of a higher rate 
of return than set forth in the application is contrary to 
the spirit and intent of Section 5(a) of the Natural Gas 
Act. 


This is not correct. Under the Natural Gas Act a 
natural gas company cannot be authorized or ordered, 
either prospectively or retroactively, to charge more than 
it has filed for. But while our Rules require that a rate 
increase filing be accompanied by evidence capable of 
constituting the pipeline’s direct case, should the filing be 
suspended and set for hearing neither the Act nor the 
Rules preclude the Commission from thereafter finding 
that a particular cost component should be higher (or 
lower) than originally sought. 


We further believe that the evidence of record in this 
proceeding properly before the Commission for its con- 
sideration fully justified the 7 percent rate of return al- 
lowed by the Commission. It is unnecessary here to re- 
state the reasons for the conclusions which are fully set 
out in Opinion 561. 
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TERMINATION oF Rare INvEsTIGATION 


Sun says that Docket No. RP68-1 was instituted in order 
that the correct level of the T-3 rate could be established. 
It claims that it is entitled to have the Section 5(a) aspects 
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brought to a prompt conclusion by a decision on all matters 
which were made the subject of that proceeding by Opinion 
No. 516 (37 FPC 424, 444). It contends that by accepting 
the Examiner’s characterization of Docket No. RP68-1 we 
have terminated that proceeding and thereby committed 
error herein. 


Sun misconstrues the scope of Opinion No. 561. We have 
in our Opinion and Order herein neither terminated Doc- 
ket No. RP68-1, changed the nature of that proceeding, 
nor consolidated the remaining phases thereof for con- 
sideration with the remaining phases of the later filed 
Docket No. RP69-2. On the contrary, as we made clear 
in paragraphs 11 and 12 of Opinion No. 561, Docket No. 
RP69-2 has not been consolidated with the other dockets 
(although pursuant to agreement among all parties, in- 
cluding Sun, the rate of return issues were considered in 
one opinion by both the Examiner and the Commission). 
As we also stated, we hoped (and continue to hope) that 
the rate making principles to be enunciated in our deci- 
sion in Docket No. RP68-1, in which the hearings (save 
for issues in which Sun had indicated no interest) are 
completed, briefs have been filed and an Examiner’s deci- 
sion is awaited, can obviate the necessity for some or all 
of the further proceedings in Docket No. RP69-2. 


The fact that the superseding rate increases in Docket 
No. RP69-2 have been put into effect changes the situa- 
tion, because any final Commission decision in Docket No. 
RP68-1 which otherwise would modify, as of the date of 
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decision, the rates for the T-1 and T-2 rate schedules, in 
which Sun has a direct interest, will not be effective as 
to the period from and after February 16, 1969 (the date 
RP69-2 was put into effect). Instead that decision, in 
addition to determining the extent of refunds, if any, for 
the locked-in period of that docket (June 10, 1968—Feb- 
ruary 16, 1969), will, for the period from the latter date, 
set a refund floor for any refunds stemming from our 
eventual decision in Docket No. RP69-2. See FPC v. Sun- 
ray DX Oil Company, 391 U.S. 9, (1968). It is in this 
respect, and in this respect only, that we intended to 
agree with the Examiner’s characterization of Docket No. 
RP68-1 as ‘“‘essentially now a Section 4 proceeding”’. 
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In short, our procedures here fully protect Sun’s rights 
in Docket No. RP68-1 and do not permit them to be ad- 
versely affected by the filing of the subsequent rate in- 
crease, except to the necessary extent that possible im- 
mediate reductions are by action of law converted into 
possible refunds, plus interest. 


None of the assignments of error and grounds for re- 
hearing present any facts or legal principles which war- 
rant any change in or modification of the Commission’s 
Opinion No. 561 and accompanying order. 


The Commission orders: 


The application for rehearing filed by the Sun Oil 
Company on August 15, 1969, is denied. 


By the Commission. 


(SEax) 


Gorpon M. Grant, 
Secretary. 
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(3) Simply reflects an arithmetical computation relat- 
ing the company’s actual earnings (far in excess 
of estimates) to the rate base. 


Pursuant to the requirement of this Court’s Rule 8(d), 
it is hereby stated that this case has not previously been 
before this Court. 


REFERENCES TO RULINGS 


The Commission’s actions here under review are its 
‘Opinion No. 561, 42 FPC , Florida Gas Transmission 
Company, Docket Nos. RP66-4, RP68-1 and RP68-2 issued 
July 16, 1969 (R. 12632-12661) and its order of September 
12, 1969, denying rehearing in the same docket numbers, 
42 FPC (R. 12691-12694). 


STATEMENT OF THE CASE 


On July 16, 1969 the Federal Power Commission (Com- 
mission) issued its Opinion No. 561 (R. 12632-12661) in 


which it fixed the rate of return for Florida Gas Trans- 
mission Company (Florida Gas), a natural gas pipeline 
company subject to the Commission’s jurisdiction under 
the Natural Gas Act (15 U.S.C. §§717 et seq.), in three 
separate rate proceedings instituted by rate change fil- 
ings made by Florida Gas (Docket Nos. RP66-4, RP68-1 
and RP69-2). These proceedings, in the Commission’s 
jargon, have been ‘‘phased.’? This means that in the 
first phase, in which Opinion No. 561 was issued, the 
rate of return on rate base is determined and the other 
issues involving the cost of service and rate design will 
be resolved at a later date. Such further determination 
on the remaining issues is awaiting decision by the Com- 
mission in Docket Nos. RP66-4 and RP68-1. With the ex- 
ception of rate return, Docket No. RP69-2 has not yet 
been heard. 


The petition for review filed by Sun Oil Company (Sun) 
in this proceeding involves only the first filing of Florida 
Gas which requested in Docket No. RP66-4 a rate increase 
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confined to the level of its FPC Rate Schedules T-1 and 
T-2. These rate schedules provide the rates pursuant to 
which Florida Gas transports for Florida Power Corpora- 
tion (Florida Power) and Florida Power & Light Com- 
pany (Florida P&L) natural gas which Sun sells to the 
power companies at central points in the gas producing 
fields. The prices which Sun receives for its gas sold to 
the power companies are tied to the level of the transpor- 
tation rates of Florida Gas. Thus, with respect to the 
gas Sun sells Florida Power, the price is reduced by one- 
half the amount by which the T-1 rate exceeds 14-cents 
per million Btu’ transported. The price received for gas 
sold Florida P&L is reduced by the entire amount the T-2 
rate exceeds 17.5 cents per MMBtu. 


In Docket No. RP66-4, which is the subject of this re- 
view proceeding, Florida Gas requests that its T-1 rate 
be increased from 14.5 cents to 17.9 cents per MMBtu and 
that the T-2 rate be increased from 18.5 cents to 21.9 cents 
per MMBtu. These increased rates were based upon a 
6.5 percent return. No increases in the other jurisdictional 
rates of Florida Gas were proposed. The increase in rates 
in Docket No. RP66-4 amounted to $1,732,000 per year 
of which amount approximately 82 percent or $1,400,000 
per year has been absorbed by Sun over the period from 
November 1, 1965 to June 10, 1968. The aggregate in- 
crease which Sun has absorbed over such period is 
$3,700,000. The balance of the increase, approximately 
$800,000, has been passed on by the power companies to 
their purchasers of electrical energy. .As stated in Opinion 
No. 561, the Commission’s allowance of a 7 percent return 
rather than the 6.5 percent reflected in Florida Gas’ ap- 
plication and evidence permits Florida Gas to keep over 
$1,350,000 of the increased revenues of which Sun ab- 
sorbs approximately $1,000,000 (Paragraph 17, R. 12638). 


1 Under the T-1 and T-2 rate schedules the scale of measurement on which 
the rates are based is a million British thermal units, which is the equivalent 
of one thousand cubic feet of gas containing one thousand Btu per cubic foot. 
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The other two proceedings in which the rates of return 
claimed by Florida Gas are disposed of by the Commis- 
sion are designated Docket Nos. RP68-1 and RP69-2. The 
rate changes in Docket No. RP68-1 provided for rates 
lower than those in effect prior to the filing as required 
in a certificate of public convenience and necessity, which 
lower rates were proposed to be made effective by Florida 
Gas as an inducement to the Commission to grant a certifi- 
cate which the pipeline had requested in Docket No. CP65- 
393. By its Opinion No. 516 (37 FPC 424) the Commis- 
sion granted the certificate which authorized Florida Gas 
to provide for the transportation for Florida P&L of an 
additional 200,000 MMBtu of natural gas per day. This 
service was to be rendered at a new negotiated rate of 16.0¢ 
per MMBtu under Florida Gas’ Rate Schedule T-3. The 
gas there involved is purchased from producers other than 
Sun. This certificate provided, in accordance with Florida 
Gas’ proposal, that the rates then in effect be changed as 
follows: 


Effective Rate Prescribed Rate 


T-1 17.9¢ 
T-2 21.9¢ 


T-3 _ 
G 57.0¢ 
I 33.0¢ 


The rates in this Docket No. RP68-1 proceeding became 
effective on June 10, 1968, which was the day after the new 
facilities which had been authorized in Docket No. CP65- 
393 went into operation, and reflected a one-day suspension 
of such rates.2 Thus, these rates terminated, or as the 
expression in the Commission goes ‘‘locked in’’ the period 
of effectiveness of the Docket No. RP66-4 rates as of June 
10, 1968. Accordingly, the Docket No. RP66-4 rates are 


2 As indicated above the T-3 rate was an initial rate not subject to suspen- 
sion and became effective with the commencement of the service thereunder 
on June 9, 1968. 
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confined to the period from November 1, 1965 to June 10, 
1968. The rate of return claimed in Docket No. RP68-1 
was 7.2 percent. The return allowed by Opinion No. 561 
is 7.25 percent. 


On August 1, 1968 Florida Gas filed in Docket No. RP69-2 
increased rates proposed to become effective September 
16, 1968 at the following levels: 


Rates in RP68-1 Proposed RP69-2 


T-1 16.0¢ 18.1¢ 
T-2 20.0¢ 22.1¢ 
T-3 16.0¢ 18.1¢ 
G 54.7¢ 57.6¢ 
I 33.0¢ 33.6¢ 


These rates were suspended by Commission order of 
September 13, 1968 until February 16, 1969 on which date 
the increased rates became effective upon motion by Flor- 
ida Gas. Accordingly, the rates in Docket No. RP68-1 also 
involve a ‘‘locked-in’’ period from June 10, 1968 to Febru- 


ary 16, 1962 The RP69-2 rates are those in effect at this 
time. The increased rates in this latter proceeding amount 
to approximately $3,350,000 annually. In this rate in- 
crease application the rate of return requested was 7.5 
percent. The Commission allowed by Opinion No. 561 a 
return of 7.25 percent. 


In these rate proceedings before the Commission, Sun 
has not challenged in any of the three cases the rates of 
return requested by Florida Gas and presented in evi- 
dence to support their claimed rates. As stated above, 
these returns are 6.5 percent in Docket No. RP66-4, 
7.2 percent in Docket No. RP68-1 and 7.5 percent in Docket 
No. RP69-2. However, Sun does challenge the Commis- 
sion’s action in granting a return (even higher than asked 
for by Florida Gas) of 7 percent in RP66-4. Such return 
has been granted by the Commission without being re- 
quested by any one, including Florida Gas, without sub- 
stantial evidentiary support and without adequate findings 
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and for periods during which no other pipeline was al- 
lowed a return in excess of 6.5 percent. The granting of 
a higher allowance for any individual item of cost than 
that claimed by a regulated company is certainly contrary 
to the spirit and intent of Congress particularly as stated 
in Section 5(a) of the Act. 


ARGUMENT 
SUMMARY OF ARGUMENT 


The key determination in fixing Florida Gas’ rate of 
return in Docket No. RP66-4 was that of the return on 
equity. The case, however, is much simpler than the 
ordinary rate of return case. Since it involves a past 
period from November 1, 1965 to June 10, 1968, for which 
actual costs are available, there is not required the dif- 
ficult problem of determining for a prospective period 
the cost of attracting new capital. Nevertheless, the 
Commission arrived at its conclusion unsupported by 
substantial evidence and adequate findings. 


The Hope and Bluefield cases require specific findings 
on the revenue requirements of enterprises of comparable 
risk. Summary statements that the entire record has been 
considered do not meet the need for such findings. Also 
the mere recitation of earnings and overall return of 
selected companies in this or other utility enterprises is 
meaningless without analysis of the risks involved and the 
elimination of earnings, which are not to be provided by the 
rate of return allowance, e.g. investment tax credit, excess 
earnings from non-jurisdictional enterprises, excess earn- 
ings from jurisdictional enterprises which have not yet 
been acted upon by regulatory bodies. The Commission 
took cognizance of none of these factors even though it 
admitted that the failure to do so was an inherent weak- 
ness and otherwise in the Opinion rejected comparisons 
of actual earnings when advanced by Florida Gas’ wit- 
ness Dorau. 
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It is evident that the fact that 6.98 percent was actually 
earned during the last period of 1965-1968, does not con- 
stitute a prima facie case for a 7 percent rate of return 
in Docket No. RP66-4, neither does the comment of Florida 
Gas’ witness accepting 6.88 percent as not being excessive 
notwithstanding the principal thrust of his testimony which 
was to support a 6.5 percent rate of return. In the ab- 
sence of this prima facie case no significance can be at- 
tached to the fact that neither Sun, the Staff, the distribu- 
tors nor the municipalities presented rebuttal testimony 
on the rate of return issue. The basic obligation is upon 
the Commission to make a proper determination of the 
level of the rate of return based upon substantial evidence 
and adequate findings and conclusions which will enable 
the reviewing court to discern and follow the propriety and 
adequacy of the Commission’s ultimate conclusion. 


I 
INTRODUCTION 


The rate of return fixed by the Commission is designed 
to provide the pipeline the cost of its long-term debt and 
to provide the equity holders an adequate return on their 
investment in the pipeline. Here, as stated above, this 
determination is simpler than in the usual case for we are 
dealing with actual costs incurred over a fixed period of 
time. One of the two components involved in obtaining the 
rate of return is known. The actual cost of debt as found 
by the Commission was 5.66 percent (Paragraph 23, R. 
12639). Thus, the only determination required is the 
return to be provided on the equity. 


With an embedded debt cost of 5.66 percent, a rate of 
return of 6.5 percent as contained in the Florida Gas rate 
increase application would provide a return on equity of 
8.29 percent. A 7.0 percent return would provide a return 
on equity of 9.41 percent. The difference in these two 
retnrn allowances amounts to approximately $1,350,000 
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of which Sun’s 82 percent interest amounts to about 
$1,000,000. 


As will be shown, the Commission’s allowance of a 7.0 
percent return is totally lacking in evidentiary support 
and is unsupported by adequate findings. 


pie 


THE COMMISSION HAS FAILED TO MAKE THE REQUISITE 
FINDINGS BASED UPON SUBSTANTIAL EVIDENCE 


A. The Need for Findings 


The fundamental criteria for determination of a proper 
equity allowance are contained in several often-quoted 
passages from the leading Bluefield and Hope cases= In 
Bluefield the Supreme Court stated as follows: 


«“* * * 4 public utility is entitled to such rates as will 
permit it to earn a return on the value of the property 
which it employs for the convenience of the public 
equal to that generally being made at the same time 
and in the same general part of the country on in- 
vestments in other business undertakings which are 
attended by corresponding risks and uncertainties; but 
it has no constitutional right to profits such as are 
realized or anticipated in highly profitable enterprises 
or speculative ventures. The return should be rea- 
sonably sufficient to assure confidence in the financial 
soundness of the utility, and should be adequate, under 
efficient and economical management, to maintain and 
support its credit and enable it to raise the money 
necessary for the proper discharge of its public duties 
*** > (262 US at 692-3). 


In Hope the Court said: 


«¢* * * From the investor or company point of view 
it is important that there be enough revenue not only 
for operating expenses but also for the capital costs 


8 Bluefield Waterworks and Improvement Company v. Public Service Com- 
mission of West Virginia, 262 US 679 (1923) ; Hope Natural Gas Company v. 
Federal Power Commission, 320 US 591 (1944). 
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of the business. These include service on the debt 
and dividends on the stock. Cf. Chicago & G.T.R. Co. 
v. Wellman, 143 US 339, 345, 346, 36 L ed 176, 179, 
180, 12 S Ct 400. By that standard the return to the 
equity owner should be commensurate with returns 
on investments in other enterprises having correspond- 
ing risks. That return, moreover, should be sufficient 
to assure confidence in the financial integrity of the 
enterprise, so as to maintain its credit and to attract 
capital * * * ”? (320 US at 603). 


Sun submits that the Commission did not show that the 
return it allowed on equity is ‘‘commensurate with returns 
on investment in other enterprises having corresponding 
risks.”’ 


B. A Generalized Reference to the Record and a Recitation of 
Actual Earnings Is Not Enough 


The Commission’s blanket statement that it has examined 
the evidence of record (Paragraph 27, R. 2640) does not 
constitute a finding that supports the Commission’s action. 


The Court of Appeals for the Eighth Cireuit in State Cor- 
poration Commission of Kansas v. Federal Power Com- 
mission, 206 F. 2d 690 (1953) cert. den. 346 US 922 (1954) 
rejected a similar Commission statement as follows: 


‘© mere assertion that the Commission has ex- 
amined ‘all of the available evidence of record on this 
subject’ does not suffice to show this court, on review, 
that the conclusion of the Commission as to the rate of 
return is the result of the application of the Com- 
mission’s expertise and judgment so that we would 
affirm’? (206 F. 2d at 723). 


The Highth Circuit also recognized in State Corporation 
Commission of Kansas that a mere statement of the earn- 
ings of other utilities is meaningless without further an- 
alysis of those earnings to ascertain their comparability 
(206 F. 2d at 722). In the State Corporation Commission 
of Kansas case the Commission failed to evaluate the al- 
lowance to Northern Natural Gas Company, a natural gas 
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pipeline company, and the earnings of other utilities from 
the standpoint of their comparative risks. In the instant 
case, the Commission has indeed failed to evaluate the 
comparative risks of the utilities whose earnings it would 
compare with those of Florida Gas.* Beyond that, how- 
ever, the Commission has failed in the first instance to 
analyze the earnings of those other utilities so as to elimi- 
nate portions of such earnings which cannot properly be 
provided by the rate of return allowance. 


1. The Bare Recitation of Averages 

Does Not Show Representativeness 

or Comparability 

The Commission in Opinion No. 561 (Paragraph 29, R. 
12639-12640) cites the actual earnings of selected electric 
utilities during the four years prior to the locked-in period 
of Docket No. RP66-4, the Bell System earnings in 1965, 
the earnings of selected natural gas distribution companies 
in 1965, and the earnings of selected natural gas transmis- 
sion companies in 1965. Beyond these bare statements of 
averages, however, there is no enlightment as to the rea- 
sons for the selection of the particular companies used, 
the typicality and representativeness of those companies 
among all companies in the particular classification,® or the 
typicality and representativeness of the average derived.® 
Also there are no findings relating the overall returns and 
returns on equity for the Bell System and the groups of 
selected companies with the 7.00 percent overall rate of 
return and 9.41 percent return on equity allowed by the 
Commission in Docket No. RP66-4. 


4 The Commission simply gives up on evaluating comparability as susceptible 
to selectivity and translation (Paragraph 60, R. 12648). 


3 Cf. Permian Basin Area Rate Case, 390 U.S. 747, 769 and 802-803, fn. 79 
(1968). 


6Cf. United States v. Abilene and Southern B. Co., 265 U.S. 
Northern Pacific RB. Co. v. Department of Public Works, 
(1925) ; United States v. Borden Co., 370 U.S. 460, 468-469 
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Indeed, the rationale used by the Commission to sup- 
port 7 percent in RP66-4 would also have justified 7.5 
percent in Docket No. RP69-2 since that return would have 
provided a 10.8 percent allowance on equity. But in the 
RP69-2 proceeding the Commission rejected this compari- 
son. It is noteworthy that in this latter docket the resale 
customers and Florida P&L bear a large percentage of 
the proposed increase while Sun absorbs far less than 
the 82 percent which it has absorbed in RP66-4. 


2. The Commission Itself 
Admits Its Deficiencies 


The Commission not only failed in RP66-4 to support its 
choice of a return on equity by affirmatively relating it to 
the returns of companies with comparable investment 
risks, but the Opinion itself demonstrates why the earnings 
used cannot serve as the basis for the fixing of a rate of 
return absent further analysis. Thus, the Opinion recog- 
nizes (Paragraph 30, R. 12641) that there is an ‘‘inherent 


weakness in the utilization of selected companies for estab- 
lishing by comparison therewith the appropriate return to 
be allowed the instant company.’’ Furthermore, the 
Opinion explains this ‘‘inherent weakness’’ reflected in 
Florida Gas’ presentation as follows (Paragraph 54, R. 
12644) : 


««. . . Dr. Dorau’s conclusion is a manifestation of 
the doctrine that actual earnings of other companies 
are fair return, which in turn becomes the standard 
against which lesser returns are to be deemed less 
than a fair return. But actual earnings of other com- 
panies by reason of being earned are not thereby con- 
verted into fair return. Among the many difficulties 
and complexities entailed in comparing earnings in 
addition to varying capital structures and operational 
problems, is, in many instances, the necessity to ad- 
just for the upward bias due to the impact of non- 
utility earnings.”’ 
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Other of the ‘‘many difficulties and complexities entailed 
in comparing earnings’’ are enumerated in the dissent of 
then Chairman White. These include the effect upon earn- 
ings from the investment tax credit’ and earnings from 
rates producing more than a fair rate of return which 
have not yet been acted upon because of regulatory lag 
(fn. 7, R. 12660-12661). 


In addition to the ‘‘weakness” of comparing actual 
earnings admitted by the Commission in Opinion No. 561, 
the Commission has elsewhere stated in unequivocal terms 
the invalidity of comparing the earnings of natural gas pipe- 
line companies with those of the Bell System, one of the 
entities which it indicates that it considered for compara- 
tive purposes in this case. In its Opinion No. 544-A of 
September 13, 1968, denying rehearing in Natural Gas 
Pipeline Company of America, the Commission stated as 
follows (40 FPC 448 at 450): 


“The level of return established by F.C.C. in the 
A.T.€T. case cannot be used to argue the question of 


the level of rate of return for natural gas pipelines 
under our regulation. Differences in the character- 
istics of the telephone and pipeline industries, history 
of regulatory activity, and different interpretations of 
the statutory and judicial standards make such a com- 
parison tenuous at best and of little probative value 
in setting the appropriate rate of return for Natural.’’ 


7 Sec. 203(e) of Public Law 88-272, 78 Stat. 35, 1964, provided that the 
benefits from taking investment tax credit should not be given effect in utility 
rate making by federal agencies. The result is that the tax component in 
utility rate making does not reflect lesser taxes paid due to the credit. The 
difference, which is not paid as taxes, is then flowed through and appears as 
earnings. In determining the return on equity, the comparison with other 
utilities should be based only on the earnings to be provided by the equity 
allowance fixed by a regulatory body, and not on the added earnings that 
result from the tax credit. 


8 In its Opinion No. 547, Cities Service Gas Company, 40 FPC 1033, 1038 
(1968), the Commission again refused to rely upon the Bell System’s earnings 
in arriving at the rate of return for a natural gas pipeline company stating, 
in part: 

‘¢We do not believe that the level of return established by FCC in the 
A.T.&T. case can be used to establish the appropriate level of rate of 
return for natural gas pipelines under our regulation. . .’” 
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The reasoning of this holding may also be applied with 
respect to the earnings of other utilities to which Opinion 
No. 561 refers. Thus, the electric utilities, like the Bell 
System, have different characteristics from gas pipe lines. 
Also they are for the most part regulated not by the Com- 
mission, but by state regulatory bodies with a different 
‘chistory of regulatory activity and different interpreta- 
tions of . . . statutory and judicial standards.”’ To the 
same effect natural gas distribution companies also differ 
in characteristics and are regulated by the states rather 
than the Commission. 


3. There Is No Basis for the 
Commission’s Suggestion That 
It Used Comparative Earnings. 
Even as a “Kind of Yardstick” 


The Commission’s Opinion No. 561 seeks support from 
its prior discussion of the use of earnings in Natural Gas 
Pipeline Company, 40 FPC 81 (1968) (Paragraph 30, R. 
12641). But even in that case the Commission criticized 
an earnings comparison and noted that it could be used 
only as ‘‘a kind of yardstick’? (40 FPC at 90). In the 
instant case it is impossible to perceive how the earnings 
set forth in the Opinion were used either as a “cvardstick”’ 
or as a more precise standard. Certainly, the mere recita- 
tion of these earnings cannot substitute for definitive 
findings. 

m 
FLORIDA GAS’ ACTUAL EARNINGS DURING THE “LOCKED- 
IN” RP66-4 PERIOD AND THE OFFHAND REMARK OF ITS 
WITNESS CERTAINLY DO NOT CONSTITUTE A PRIMA 


FACIE CASE OR CREDITABLE EVIDENCE OF A FAIR RATE 
OF RETURN 


A. The Comment of Florida Gas’ Witness Dorau Is No Substi- 
tute for the Commission's Missing Findings 


The Commission’s failure to make findings is in no way 
mitigated by its reference to Florida Gas’ witness Dorau 
and his mention that a 6.88 percent rate of return would 
not be in excess of a fair rate of return for the ‘‘locked-in’”’ 
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1965-68 period (Paragraph 25, R. 12639-12640). » This 
comment by Dr. Dorau was at the very end of his RP66-4 
direct testimony (R. 141) which was patently designed to 
support the 6.5 percent rate of return claimed by Florida 
Gas (R. 121). The mention of the 6.88 percent was an 
obvious attempt to rationalize the fact that the increased 
T-1 and T-2 rates under review in that docket had up to 
that time actually earned a 6.88 percent rate of return 
(fn. 7, R. 12640) rather than the 6.50 percent return upon 
which those increased rates were predicated and Florida 
Gas’ cost-of-service presentation was based. 


Sun submits that this afterthought of Dr. Dorau does 
not support a 6.88 percent rate of return, to say nothing 
of the 7.00 percent which the Commission has allowed in 
Docket No. RP66-4. In the first place, Dr. Dorau’s un- 
founded afterthought was in no way predicated on an 
earnings comparison of the sort shown to be fatally missing 
from the Commission’s Opinion. Even if it had been, the 
Commission itself criticized Dr. Dorau’s conclusions de- 


rived from the actual earnings of other types of utilities 
as being devoid of any analysis of ‘the many difficulties 
and complexities entailed in comparing company earnings’’ 
(Paragraph 54, R. 12646). 


Sun submits that a rate of return presentation must 
provide something more than a “balancing figure’? by 
which an applicant hopes to justify its increased rates, if 
due to larger sales or lesser costs its actual return exceeds 
that originally claimed. The unsupported statement of 
a witness obviously designed to rationalize any rate of 
return experienced by a company cannot be accepted as 
a prima facie case on rate of return. 
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B. The Rate of Return Determination Cannot Be Justified, 
Directly or Inferentially, Merely Because It Will Be 
Largely Borne by Sun Oil Company 


It goes without saying that the actual earnings of a 
utility during the period under consideration in no way 
constitutes a prima facie case for a return allowance re- 
flecting such earnings. If such were the case, an applicant, 
which has the burden of proof under Section 4(e) of the 
National Gas Act, 15 U.S.C. § 717(¢)(e), could sustain a 
rate increase by merely stating the rate of return that 
would be earned under the proposed rates. There would 
then be placed upon those objecting to the increase the 
burden of rebutting that rate of return. Despite the ob- 
vious inequity of such a procedure, it is not unreasonable 
to so characterize the Commission’s approach in these 
proceedings. 


There are a number of aspects of the Commission’s 
Opinion which in their totality support the view that just 
such a procedure was followed. These include the fact 
that the Presiding Examiner adopted a rate of return 
not claimed in the record and urged only in Florida Gas’ 
brief (R. 12406-12412); the fact that this rate of return 
level exactly equaled Florida Gas’ actual earnings (R. 
12406); the fact that the Commission adopted the rate of 
return found by the Examiner without modification except 
for an upward rounding off (Paragraph 23, R. 12639; 
Paragraph 31, R. 12641); the unusual procedure suggested 
by the Examiner calling for a post-hearing opportunity to 
rebut his rate of return determination, if adopted (R. 
12412, 12429); and the Commission’s apparent reliance on 
the failure of Staff and Sun to present post-hearing testi- 
mony under the Examiner’s procedure (Paragraph 26, 
R. 12640). 


And that is not, by any means, the entire story. The 
Commission found that Florida Gas faced “no more risk 
than other mature pipelines’’ and stressed in considerable 
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detail the relatively guaranteed nature of its markets (R. 
12648-51). Yet, the practical effect of allowing Florida 
Gas a 7.00 percent return in Docket No. RP66-4 during the 
1965-1968 ‘‘locked-in’’ period, on the untenable bases dis- 
cussed above, was to bestow upon Florida Gas a substan- 
tially higher overall rate of return than allowed during 
that same period to any other natural gas pipeline com- 
pany, large or small, subject to the Commission’s regula- 
tion. Indeed, as then Chairman White’s dissent from 
Opinion No. 561 makes clear, the Commission had never 
authorized an overall return in excess of 6.50 percent dur- 
ing that period in question (R. 12656). 


Finally, Sun submits that the constant references by 
the Examiner and the Commission throughout this case to 
Sun as being principally affected by the increased rate of 
return® allowed in RP66-4 cannot be ignored. The Com- 
mission’s fixing of a rate of return unclaimed and unsup- 
ported on the hearing record certainly cannot be justified 
either directly or inferentially because Sun, which is not 


an ultimate consumer, will be forced ‘‘to pick up the 
check.’? Nevertheless, the Commission’s emphasis on 
Sun’s obligation and Commissioner Ross’ earlier dissent 
on the shortened suspension period allowed in RP66-4 (R. 
10662) raises serious question of the extent to which this 
irrelevant consideration underlies the Commission’s ac- 
tion in RP66-4. Sun could enter contracts providing that 
it would absorb the major portion of increased transporta- 
tion rates only on the wholly reasonable assumption that 
those rates would be objectively determined by the Com- 
mission upon the same basis as it would employ to dis- 
pose of any other rate increase application before it. Sun 
submits that the Commission’s action under review is not 
consistent with the holdings of the Courts cr the Com- 
mission’s pronouncements in its other rate of return de- 
cisions. 


9 (R. 10656-10657; 12385; 12407-12408; Paragraph 4, R. 12635; Paragraph 
16, R. 12637; Paragraph 17, R. 12638.) 
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CONCLUSION 


In the instant case, substantial evidence and adequate 
findings are missing. The Commission’s only attempt to 
justify its conclusion has been by a bare recitation of the 
actual earnings of other companies, which the Commission 
itself recognized are unreliable except at the very most 
as ‘‘a kind of guideline.’’ Moreover, it seems evident that 
the excess rate of return allowance is not the product of 
any objective test, but is merely a post hoc rationalization 
of Florida Gas’ actual earnings after giving consideration 
to the fact that Sun will bear the main burden of the 
excess amount. 


Sun respectfully submits that on the basis of the fore- 
going, the Commission has failed to justify the allowance 
of a rate of return in Docket No. RP66-4 in excess of the 
6.5 percent presented by Florida Gas and acquiesced to 
by all parties. Accordingly, the Commission’s actions 
should be reversed and the Commission should be directed 
to fix the rate of return in Docket No. RP66-4 at the 6.5 
percent level. 


Respectfully submitted, 


Stantey M. Mosgtrey 
Lovis Fuax 
Francis H. Caskrx 
Attorneys for Sun Oil Company 
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2 
COUNTERSTATEMENT OF THE CASE 


Opinion No. 561 of the Federal Power Commission (Com- 
mission) determined the rate of return issue in three 
pending rate proceedings of Florida Gas Transmission 
Company (Florida Gas). The Petitioner, Sun Oil Com- 
pany (Sun) contests the validity of that determination 
only :with respect to the first of these rate proceedings, 
namely Docket No. RP66-4. 


In August 1965, Florida Gas filed increased rates (later 
designated Docket No. RP66-4) applicable to the transpor- 
tation service which it was then rendering for two electric 
power companies. These rates became effective, after sus- 
pension, on November 1, 1965, and were collected until June 
10, 1968, when they were replaced by other rates under 
another rate filing. 


Under Section 4 of the Natural Gas Act, the Commission 
is required to determine the portion, if any, of the increased 
rates collected during this lengthy period which are not 
justified. The determination of a fair rate of return is a 
necessary preliminary step in this ultimate determination. 
Under the Federal Power Commission’s precedents, rates 
are cost-supported and depend upon a myriad of underlying 
data, including operating expenses, depreciation expenses, 
taxes, and return on rate base (i.e., investment in the busi- 
ness). The return on rate base is determined by multiply- 
ing the rate base by the percentage rate of return. 


In compliance with the Commission’s Regulations, at the 
time of the filing in August 1965, Florida Gas stated that it 
was utilizing a 6% percent rate of return? in developing 


1Statement F(1) of § 154.63 of the Commission’s Regulations (18 CFR 
§ 154.63) requires a statement showing ‘‘the percentage rate of return claimed 
and the general reasons therefor.”’? The statement submitted read in part 
as follows: 


‘¢Florida Gas Transmission Company (hereafter referred to as Company) 
claims that the fair and reasonable rate of return on its property sub- 
ject to the jurisdiction of the Federal Power Commission exceeds 6%%, 
but it has nevertheless used 614% as the rate to be applied in compiling 
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the ‘‘return’’ portion of the total cost of service upon which 
the rates were based. When the Commission designated the 
proceeding as Docket No RP66-4, and by order suspended 
the effectiveness of the rate increase until November 1, 
1965, it did not designate a hearing examiner and prescribe 
an early hearing date. Florida Gas Transmission Co., 34 
FPC 995 (1965). The case made by the filing was never 
tried before the Commission. 


More than one year after the RP66-4 filing, namely on 
October 10, 1966, the Commission issued an order providing 
for a hearing and directing Florida Gas to serve its “‘ease 
in chief’? by November 7, 1966. (B. 10684). In this “‘case 
in chief’’, a new cost-of-service was presented since the 
original filing had been based on cost data for the year 
ending May 31, 1965. This updated presentation reflected 
a pipeline system substantially different from that on which 
the filing was predicated due to a then recently completed 
major expansion of facilities authorized by the Commission 
in June of 1965.2 Florida Gas Transmission Co., 33 FPC 


the cost of service statements in this filing. The reasons for using a 
614% claimed fair rate of return, rather than some higher figure which 
could be justified, are many and varied; but basically this figure has 
been used because there seems to be a good possibility of altogether 
eliminating the fair rate of return issue as one of the contested issues 
in this case. Put differently, the Company believes that expeditious 
determination in this caso is much to be desired, and limitation of the 
claimed fair rate of return to 674% may be very helpful in this diree- 
tion.’’ (R. 10318) 

“*. . . . This information related to earnings of other companies fur- 
nishes proof, the Company submits, that the 634% claimed fair rate of 
roturn used in this filing is less than might justifiably be claimed and 
should therefore support the Company’s desire to expedite this proceed- 
ing by eliminating fair rate of return as a contested issue.’”? (R. 10320) 


2In this connection, the Examiner commented: ‘‘What is more, the same 
section (154.63) of the regulations tells us that the Commission wants to 
avoid delay in Processing rate filings and that the material filed should 
Serve as the company’s complete case in the event the matter is set for 
hearing to commence within six months from the date of filing.’’ (R. 12410) 


3 For example, the Company’s average gas plant investment increased ap- 
proximately 40 million dollars above that reflected in the August 1965 filing 
(R. 7406, 7284), 
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1223. The rate of return presentation was also updated in 
the second ‘‘case in chief’’ to reflect, among other things, 
more current economic conditions. (R. 117-141, 7447-7552). 
Both in this ‘‘case in chief’? and by statement of counsel 
on the first day of hearing (January 12, 1967) the Com- 
pany took the position that although the anticipated reve- 
nues under the increased transportation rates could result 
in a rate of return on transportation services somewhat 
above the 6.5 percent claimed in the initial filing, neverthe- 
less such rates were reasonable and the resulting return 
would not be in excess of a fair return (R. 141, 297). 


Florida Gas was the only party which made a rate of 
return presentation at that time. The hearing concluded 
and a briefing schedule was fixed by the trial examiner 
(R. 2287). As we shall detail more fully hereinafter, the 
“‘case in chief”’ that was heard was also obsolesced by the 
delay resulting from consolidation of RP66-4 with the new 
proceedings at Docket No. RP68-1. The parties agreed 
eventually that rates for RP66-4 would be fixed on the basis 


of the actual costs of the Company’s operations for the 
period these rates were effective. 


In the meantime, in a separate certificate proceeding, the 
Commission granted authorization to Florida Gas for 
another major expansion of its pipeline capacity subject to 
certain rate conditions. Florida Gas Transmission Co., 37 
FPC 424. In that certificate proceeding, Florida Gas had 
offered certain rate reductions. Sun, among others, con- 
tended that the reductions should be greater than offered 
by the Company. Jd.,37 FPC at 444. In an Opinion, issued 
March 1, 1967, the Commission concluded that the Company 
should make the reductions which it had offered, to become 
effective with the commencement of operations of the ex- 
panded system, and also, that further rate proceedings 
should be instituted to determine the just and reasonable 
rate levels for all classes of service under the expanded 
operations of the Company. Id.,37 FPC at 445, 447-448. 


3) 


On March 31, 1967, Florida Gas made the rate reduction 
filings required by the Commission in the certificate pro- 
ceeding. Shortly thereafter, Sun filed a motion requesting 
consolidation of the RP66-4 proceedings with the rate pro- 
ceedings indicated in the Commission Opinion in the cer- 
tificate proceedings. The motion also requested deferral 
of the briefing schedule in Docket No. RP664 until after 
conclusion of the consolidated rate proceedings. Sun’s 
motion was opposed by Florida Gas and certain other par- 
ties. However, on July 19, 1967, the Commission issued its 
order instituting the investigation in Docket No. RP68-1 
which had been forecast by the Opinion in the certificate 
ease. It also granted the motion to consolidate this new 
proceeding with Docket No. RP66-4 in which the hearing 
had been completed and which was being briefed to the 
presiding examiner. Florida Gas Transmission Co., 38 
FPC 149, 151. 


When the reduced rates which grew out of the certificate 
proceeding and which applied to all of Florida Gas’ juris- 
dictional services (except the interruptible Rate Schedule I 
and the new initial Rate Schedule T-3), were tendered 
for filing, to be effective on the date of initial deliveries 
under the expanded system, they were suspended for one 
day and ultimately became effective on June 10, 1968 
(RP68-1). Thus, the RP66-4 rates were in effect for an 
approximate 31-month period, November 1, 1965 through 
June 9, 1968.4 


As stated by the trial examiner (R. 12406) : 


‘When the case [RP66-4] was first tried in 1967, 
the presentation was on a test-year concept. When 
later consolidated with the second docket and the sub- 
ject of further hearings, the case underwent quite a 
metamorphosis, for it then became agreed the locked-in 
period of thirty-two months would be adjudged, not on 


4The RP68-1 rates which became effective on June 10, 1968 were in turn 
superseded by the RP69-2 rates which became effective on February 16, 1969. 
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a test-year extrapolation, but on the basis of the actual 
cost and revenues which the books show for the entire 
period.”” 


The actual cost showing for the locked-in period made 
pursuant to that agreement was the third presentation 
made by the Company in Docket No. RP66-4. This third 
showing consisted of virtually another complete case, in- 
cluding another update of the rate of return presentation 
(R. 2410-2469, 7900-8098). 


Sun did not brief the rate of return issue before the Ex- 
aminer. Only Florida Gas and the Commission’s Staff did 
so. With respect to Docket No. RP66-4, the trial examiner 
concluded that ‘‘legally, technically, and equitably,’’ 
Florida Gas is not estopped to demonstrate from the pres- 
ent record that the return actually earned is a fair return 
on the transportation services rendered the two power 
companies (R. 12408). He also held that the Company’s 
utilization of a 6.5 percent rate of return in its rate filing 
was in the nature of an offer in settlement (R. 12411) ; and 
that with the chance for an early settlement long since gone 
by, ‘‘it would be crass and technical indeed for a decision 
four years later to announce that the Company may not 
demonstrate from the already closed record that the 6.98 
percent as actually culminated, results from a just and 
reasonable rate, as the law requires.’ (R. 12412) How- 
ever, since neither the Commission’s Staff nor Sun pre- 
sented any rate of return testimony in this case, the 
examiner ruled that all parties would have 30 days in which 
to file evidence to contest the reasonableness of the 6.98 
percent rate of return actually earned during the 31-month 
period the RP664 rates were in effect (R. 12407, 12412).° 


5 The examiner further held there was no rate of return issue in Docket 
No. RP68-1 since the Company did not earn more than the maximum return 
which the Commission’s Staff conceded was proper for this locked-in period 
(R. 12414). For the RP69-2 period commencing on February 16, 1969, the 
Examiner recommended a rate of return which would result in a return on 
equity of 10.6 percent (R. 12429). 
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Neither Sun nor any other party did so. However, on 
exceptions to the Commission, from the examiner’s deci- 
sion, both the Commission’s Staff and Sun contended that 
Florida Gas was bound by the 6.5 percent rate of return 
claimed in the August 1965 filing. In rejecting this con- 
tention, the Commission held (R. 12638) : 

‘‘We agree with the Examiner’s conclusion that 
Florida Gas is not estopped from obtaining a higher 
rate of return [than 6.5 percent in Docket No. RP66-4]. 
While the rate of return stated in a company’s rate 
increase application is indicative of its views at the 
time of the filing, it is not necessarily binding. The fair 
rate of return is to be determined on the basis of all 
the relevant facts in the particular case.’’ 


The Commission modified the examiner’s decision to pro- 
vide a rate of return of 7 percent for the RP66-4 period 
of November 1, 1965 through June 9, 1968. The Commis- 
sion computed that this over-all return would allow a return 
on equity of 9.36 percent based on the Company’s capitali- 
zation for this period. (R. 12641) It is the validity of the 
RP66-4 rate of return determination which Sun contests. 


ARGUMENT 
L 


THE COMMISSION IS NOT CIRCUMSCRIBED BY THE RETURN 
REQUESTED BY THE COMPANY IN ITS RATE FILING 

In order to place Sun’s contention in perspective, we 
again emphasize that the ultimate issue before the Com- 
mission was the reasonableness of the increased rates filed 
by the Company in Docket No. RP66-4. To support those 
rates when initially filed, the Company presented a cost 
of service on a test period or representative period basis. 
This included a showing of numerous claimed items of 
cost, including a claimed fair rate of return. When all 
parties agreed in February of 1968 to go to an actual cost 


6The Commission also prescribed a rate of return of 714 percent for both 
other cases, namely, RP68-1 and RP69-2. 
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basis to test the reasonableness of the rates, they agreed 
necessarily to depart from the showing made by the Com- 
pany both in its August, 1965 filing and in its subsequent 
‘“ease-in-chief”? prepared in October of 1966 (R. 2793). 
Thus, all parties have departed from the initial filing for 
costing purposes, including, for example, the rate base to 
which rate of return must be applied. It is then markedly 
inconsistent to contend, as does Sun, that the rate of return 
is a fixed component in the cost of service, which cannot 
be adjusted on the basis of reasonable cost, but must be 
limited to the level claimed in a filing made almost 4 years 
before the decision here on review. The Commission is 
clearly no more or less limited in its consideration of rate 
of return than it is with respect to any other component in 
the cost of service. (pages 19-20, wfra). 


Furthermore, Sun is in error in asserting that the 7 
percent return allowed by the Commission is higher than 
was requested by the Company (Pet. Br. p. 5). But more 
importantly, it is clear that the Commission has the duty 
under the Natural Gas Act to find the fair and reasonable 
rate of return on the basis of the record evidence without 
being limited by the amount of the return ‘claimed’’ by 
the filing company. 

In its initial rate filing in August of 1965 Florida Gas 
stated that although it was utilizing a rate of return of 
61% percent for filing purposes, a fair and reasonable rate 
of return was more than claimed, and that the claim was 
limited to that amount because of the possibility of eliminat- 
ing fair rate of return as a contested issue in the case 
(supra, p. 2, footnote 1). The trial examiner characterized 
this claim ‘‘as more in the nature of an offer in settle- 
ment;’’ (R. 12411). But the case was not settled, it was 
not heard promptly and the rate of return issue was not 
fmally resolved by the Commission until July 16, 1969, 
almost four years after the rate filing. 


Upon commencement of the hearing in January of 1967 
when the Company presented for the record the case in 
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chief prepared in November of the previous year pursuant 
to Commission order, the parties were on notice that the 
Company no longer felt bound by the rate of return men- 
tioned in the filing and, further, that in the Company’s 
view the issues were whether the increased transportation 
rates were reasonable and whether they resulted in earn- 
ings above a fair return on the services rendered (R. 141, 
262, 297). The trial examiner’s decision offered Sun a 
second opportunity to present record evidence in opposi- 
tion to these contentions but it chose not to do so (R. 12640). 


The Commission is not bound or limited by the rate of 
return claimed by a company in a rate filing under Section 
4 of the Natural Gas Act. Alabama-Tennessee Natural 
Gas Company, 27 FPC 1180 (1962) and Michigan-Wiscon- 
sin Pipeline Company, 28 FPC 482 (1962). 


In the former ease, the company’s filing included a rate 
of return of 6 percent for two locked-in rate cases, 614 
percent in the third and 614 percent in the prospective or 
future case. The trial examiner limited the rates of return 
for that company to those stated in its four successive rate 
increase filings. On exceptions to the Commission, Ala- 
bama-Tennessee argued that it was entitled to the rates of 
return justified at the hearing, rather than those requested 
in its filing. The Commission agreed with the company 
(Alabama-Tennessee Natural Gas Company, supra at 1188) : 


‘“‘As to Alabama-Tennessee’s first contention, we agree 
with the company that the amounts for rates of return 
stated in its rate increase applications place no limita- 
tion on the rates of return permitted it even though 
they are indicative of the company’s views on these 
issues at the time of the filing. The principles govern- 
ing what rate of return shall be allowed a utility have 
been stated by the Supreme Court in the Hope case 
cited below, and have been applied in numerous Com- 
mission decisions. The rate of return must be meas- 
ured by the company’s financial needs—by such matters 
as the ‘return to the equity owner’ which ‘should be 
commensurate with returns on investments in other 
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enterprises having corresponding risks’, the return 
necessary to ‘assure confidence in the financial in- 
tegrity of the enterprise,’ and to enable it to ‘main- 
tain its credit and attract capital,’ in the language of 
the Supreme Court. These are matters to be estab- 
lished by factual proof and if the evidence shows the 
need, the required rate of return is not to be limited 
by formal or procedural considerations of the kind 
referred to above.’’ (Footnote omitted) 


The Commission then went on to find that the fair and rea- 
sonable rate of return for Alabama-Tennessee for all four 
of the cases was 614 percent. This was the level of return 
that the company claimed in its prospective case and sub- 
stantially above what the company claimed in its filings 
in the three locked-in rate cases. 


We submit to the Court that the illustrative rate of re- 
turn used in the rate filing of a pipeline company has never 
acted as a ceiling for the rate of return which the Com- 
mission may allow. The Commission’s duty under the 
Natural Gas Act is to determine a fair rate of return for 


the applicant and whether the Commission allows a return 
which is more or less than the return used to derive the 
rates under consideration is not significant. If the rates 
produce a result or a return that is reasonable, neither 
the Commission nor the applicant is bound by the estimated 
or illustrative data used to derive the rates on which the 
filing was predicated. 


qm 


THE 7 PERCENT OVER-ALL RETURN IS BASED UPON 
SUBSTANTIAL EVIDENCE AND SUPPORTED BY 
ADEQUATE FINDINGS 

Florida Gas alone presented rate of return evidence in 
Docket No. RP66-4. Other parties were afforded a second 
opportunity to do so but declined (R. 12412, 12640). 


The showing made by Florida Gas included a thorough 
and comprehensive study of the pertinent economic and 
financial facts bearing upon the application of the Blue- 
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field? and Hope * legal principles usually evaluated by reg- 
ulatory agencies in arriving at fair rate of return (R. 
117-141). This included the latest available data on the 
increase in the cost of borrowed money. (R. 7454-58). 
The rate of return presentation focused particularly on six 
principal industry groups: Moody’s 24 Electric Utilities 
(R. 7473), the Class A and B Electric Utilities (R. 7471), 
The Bell System (AT&T) (R. 7486), Moody’s 125 Indus- 
trials (R. 7465), Moody’s 10 Natural Gas Distribution Com- 
panies (R. 7493) and Moody’s 10 Natural Gas Transmission 
Companies (R. 7509). The data for each of these groups 
included earnings, dividends, pay-out ratios, market prices, 
book equity, equity position factors, rate of return on in- 
vested capital, earnings on equity and evidence showing 
investors’ experience with common stocks. 


The RP66-4 rates went into effect in November of 1965. 
And the evidence presented by Florida Gas demonstrated 
quite clearly that during the year 1965 the superior credit 
electric industry earned in excess of 7 percent on total 
capital and in excess of 12 percent on equity (R. 7471); 
the Bell System earned in excess of 7% percent on total 
capital and 9.37 percent on equity (R. 7486); the gas dis- 
tribution industry earned in excess of 7% percent on total 
capital and approximately 1314 percent on equity (R. 7493) ; 
and the gas transmission industry earned in the range of 
7% percent on total capital and in excess of 141% percent 
on equity (R. 7509). 


Since Florida Gas is a wholly owned subsidiary its stock 
was not publicly traded. Thus there was no record evi- 
dence of earnings-price ratios for its own common stock 
which the Commission could evaluate. But there was ample 
other record evidence on the subject of comparable earn- 
ings. The Commission noted these comparable earnings 


7 Bluefield Waterworks & Improvement Co. v. P.S.C., 262 U.S. 679, 692-695 
(1923). 


*F-P.C. v. Hope Natural Gas Co., 320 U.S. 591, 603 (1944). 
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studies demonstrating over-all returns exceeding 7 percent 
for the electric, telephone, gas distribution and gas trans- 
mission industry groups, and the range of equity returns 
running from a low of 9.37 percent for the Bell System 
(with a high equity ratio of about 65 percent) to a ceiling 
of 14.69 percent on equity for Moody’s selected group of 
natural gas transmission companies (R. 12640-41). The 
Commission cited its recent opinion of approximately one 
year earlier, Natural Gas Pipeline Company of America, 
40 FPC 81, 90 (1968) in connection with it application of 
the commensurate earnings standard to its determination 
of the appropriate return for Florida Gas. In Natural, 
the Commission held that notwithstanding certain admitted 
limitations which militated against the direct translation 
of the earnings of other companies or industry groups to 
the company for which the rate of return was being de- 
termined, nevertheless such comparable earnings data did 
indicate a maximum range of the cost of equity for the 
company under consideration.? With comparable earn- 


ings studies as guidelines, the Commission concluded that 
an over-all rate of return of 7 percent, resulting in an 
equity return of 9.36 percent, was a fair and proper rate 
of return for Florida Gas for the period in which the 
RP66-4 rates were effective (R. 12639-41). 


Contrary to Sun’s contentions, we submit that the Com- 
mission’s rate of return determination in this case is ade- 
quately buttressed and supported by the commensurate 
earnings standards on which it relied as a ceiling for pur- 
poses of determining the appropriate over-all return and 
resulting return on equity for Florida Gas. Rate of return 
involves some administrative judgment and it cannot be 
refined to a precise mathematical absolute. The governing 
standard is ‘‘just and reasonable’. As Justice Jackson 


9 The Natural holding on this point is quoted verbatim, infra, p. 14. 
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stated in Montana-Dakota Utilities Co. v. Northwestern 
Public Service Co., 341 U.S. 246, 251 (1951): 
“Statutory reasonableness is an abstract quality repre- 
sented by an area rather than a pin point. It allows 
a substantial spread between what is unreasonable be- 
cause too low and what is unreasonable because too 
high.”’ 

What is just and reasonable is also determined in some 
measure by the end result of the Commission’s action and 
particularly the resulting return on the Florida Gas equity 
in comparison with the returns on equity being afforded 
recently to the stockholders of other natural gas pipeline 
companies. Williams v. Washington Metropolitan Area 
Transit Comm’n., — U.S. App. D.C. —; 415 F. 2d 922, 933- 
34 (1970). This is a subtle and technical area of rate mak- 
ing in which the Commission must be recognized to have 
some special knowledge, and deference must be accorded its 
judgment, unless its result is arbitrary, capricious and not 
in accordance with purposes of the Natural Gas Act. Battle 
Creek Gas Company v. F.P.C., 108 U.S. App. D.C. 209 ; 281 
F. 2d 42 (1960). 

The Commission issued three rate of return decisions 
within the year prior to the issuance of its opinion on re- 
view and one within approximately six months thereafter. 
These cases clearly demonstrate the Commission’s current 
approach to the important issue of rate of return and they 
furnish a persuasive standard to measure the reasonable- 
ness of the return on equity to Florida Gas. Judged by 
comparison with these cases, it can be shown that the 
Commission’s rate of return determination in this case is 
just and reasonable in its consequences. F.P.C. v. Hope 
Natural Gas Co., 320 U.S. 591, 602 (1944). 


In Natural Gas Pipeline Company of America, supra, 
the Commission recognized the standards enunciated by the 
Supreme Court in the Bluefield and Hope cases, supra, and 
then went on to summarize its views with respect to rate 
of return. It stated this determination involves not only 
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a consideration of the cost of equity, but also, a number 
of factors which vary from company to company, such as 
capitalization ratios and the necessity to finance new con- 
struction. It noted that some factors are necessarily judg- 
ments because the relative weight to be given to each factor 
does not lend itself to a precise mathematical determina- 
tion. The Commission reaffirmed its view that the rate of 
return allowance is influenced by an assessment of general 
financial business and economic conditions and an appraisal 
of the relative risk with which investors view the pipeline 
industry. Somewhat in the nature of a conclusion, the 
Commission stated that the needs of a company and its 
investors must be weighed in the light of the Commssion’s 
responsibility under the Natural Gas Act to assure con- 
sumers a continuing supply of gas at the lowest reasonable 
rate. Natural Gas Pipeline, supra, at 87-88. The Com- 
mission noted that Natwral’s common stock was owned en- 
tirely by its parent, Peoples, and therefore, there was no 
direct evidence of the market value of its stock and no 


earnings-price ratios on which the Commission could rely. 
But the company presented certain studies reflecting the 
comparable earnings of natural gas pipelines and certain 
other regulated and unregulated businesses. The Commis- 
sion agreed with certain criticisms of the comparable earn- 
ings presentation but then went on to hold (Natural Gas 
Pipeline, supra, at 90) : 


“Despite such criticisms, however, we do not say that 
comparable earnings deserve no consideration in a con- 
ventional rate of return analysis. Data as to the earn- 
ings of other enterprises provide a kind of yardstick, 
even if the data are not amenable to a direct transla- 
tion into a rate of return allowance. Specifically, on 
this record, they indicate a maximum in the range of 
the cost of equity; that is, because the earnings figures 
for pipelines are combined with non-regulated and 
non-pipeline revenues, cf. Permian Basin Area Rate 
Case, 34 FPC 159, 203, and because the returns to the 
unregulated enterprises are generally higher than is 
reasonable and necessary for regulated enterprises.”’ 
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The Commission noted that in the last few years there 
has been a general increase in the cost of capital and that 
some increase in Natural’s rate of return was warranted. 
Finally, the Commission concluded, primarily on the basis 
of comparable earnings data, that it would allow Natural 
an over-all rate of return of 6% percent, which based on 
its then existing equity ratio of 36.26 percent, would permit 
a return on equity of 9.52 percent. 


In Panhandle Eastern Pipe Line Company, 40 FPC 98, 
104-105, (1968), the Commission restated its rate of return 
principles in much the same manner as it had done in 
Natural, supra. (Both cases were decided the same day.) 
But there were present in Panhandle two obvious consid- 
erations which were not present in Natural. Panhandle’s 
stock was separately traded and data relating to earnings- 
price ratios for this stock were available and utilized as a 
factor in determining rate of return. Secondly, Panhandle 
had reduced its equity ratio from approximately 40 per- 
cent to approximately 28 percent of its capital structure. 
The Commission stated that, within reasonable limits, 
Panhandle should be rewarded for increasing the percent- 
age of its plant financed by debt; and that this alone would 
warrant an allowance on equity greater than in the last 
rate case of the company. Panhandle, supra, at 108. The 
Commission then allowed Panhandle an overall return of 
654 percent, which with a relatively lower debt cost re- 
sulted in a return on equity of 11.18 percent. 


In Cities Service Gas Company, 40 FPC 1033 (1968), the 
overall return allowed by the Commission resulted in a re- 
turn on equity lower than that received by the company 
in a 1963 settlement approved by the Commission. Cities 
did the opposite of what Panhandle had done. It increased 
its equity ratio from approximately 60 percent in 1963 to 
approximately 75 percent in 1967. The 10 natural gas com- 
panies utilized as typical by Moody’s had the contrasting 
capital structure of an average of 72.6 percent debt and 
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27.4 percent equity. Cities Service Gas Co., supra, at 
1037, 1039. The Commission held that Cities’ atypical capi- 
tal structure had an adverse impact on it tax liabilities and 
on the costs to be recovered from consumers, and further, 
that this unusual capitalization indicated a need for a 
much lower return on equity than for most conventionally- 
financed companies. The Commission then allowed a rate 
of return of 6% percent, which resulted in a return on 
equity of 7.39 percent as contrasted with the somewhat 
higher 8.18 percent level of equity return resulting from 
the somewhat lower 6.5 percent overall return approved 
in the 1963 settlement. Cities Service Gas Co., supra, at 
1040. 


Capital structure was a critical consideration in this 
case, also. This is demonstrated by the statement in the 
majority opinion in the Florida Gas case (R. 12651-52) that 
while the return on equity (7.39 percent) for Cities was 
lower than that allowed either Panhandle or Natural, this 
result obtained because Cities was an atypical gas com- 
pany due to its unique financial structure and because it 
was a subsidiary of an oil producer. 


In its opinion in Algonquin Gas Transmission Company, 
43 FPC —, —, issued January 19, 1970, or only 6 months 
after the Florida Gas opinion now on review, the Com- 
mission allowed an overall return of 714 percent. The 
Company’s capital structure consisted of approximately 
65 pereent debt and 35 percent equity. After reflecting a 
debt cost of 5.96 percent, the overall rate of return allowed 
by the Commission resulted in a return on equity of 10.35 
percent. The allowance of the return on equity was in- 
fluenced to some degree by current economic conditions 
reflecting substantially increased costs of capital. The 
Commission concluded that for this reason, among others, 
Algonquin should receive a return on equity in excess of 
the 9.29 percent which resulted from the 6.5 percent return 
allowed by the Commission in 1961. (p. 12, mimeo copy). 
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Leaving aside the Cities case, supra, which was atypical, 
the recent returns on equity allowed by the Commission 
were 9.52 percent for Natural, 11.18 for Panhandle and 
10.35 for Algonquin. 


Sun complains that the overall return of 7 percent was 
for a locked-in period of November 1, 1965 through June 
9, 1968, for which no other pipeline was allowed a return 
in excess of 6.5 percent (Pet. Br., p. 16). But the fact that 
we are here dealing with a locked-in period does not justify 
a lower return. In any rate case, the emphasis is not solely 
on attracting new capital but rests equally on a concept of 
fairness to the old capital already invested in the business. 
The financial needs of the present investors should receive 
at least equal consideration. Algonquin Gas Transmission 
Company, supra, 43 FPC — (1970), Opinion No. 571, (p. 
4, mimeo copy). Vitality of the Comparable Earnings 
Standard for Regulation of Utilities in a Growth Economy, 
74 Yale Law Journal 989, 1004-1006 (May 1965): 


Secondly, a direct comparison of overall returns can be 
misleading. Return on equity is perhaps the most critical 
consideration in evaluating the fairness of the allowed re- 
turn. Williams v. Washington Metropolitan Area Transit 
Comm., — US.App.D.C. —; 415 F. 2d 922 (1970). Under 
any given overall rate of return, the return on equity may 
vary substantially as between pipeline companies because 
of differences in capital structure and imbedded cost of 
debt. In connection with cost of debt, the trial examiner 
correctly observed that Florida Gas was ‘‘only 10 years 
old and its basic capitalization suffered from the much 
higher rates of interest which, by 1958, had become preva- 
lent.”’ (R. 12396). Thus, during the period of the RP66-4 
rates, Florida Gas had an imbedded debt cost of 5.66 per- 
cent. Its capitalization reflected a debt ratio of approxi- 
mately 64.5 percent and an equity ratio of approximately 
35.5 percent, and this is not at all out of line. (R. 12640). 
Within the foregoing framework a 7 percent overall rate 
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of return results in a return on equity of 9.36 percent, 
which clearly is on the low side when viewed in the context 
of the most recent decisions of the Commission, as discussed 
above. 


Thus, any simple comparison or direct translations of 
overall returns are of little significance. Attention should 
be focused on the critical factor of the return on equity 
resulting from the overall rate of return allowed in this 
case. When this is done it becomes readily apparent that 
the Commission has not been overly generous to Florida 
Gas. 


Sun contends that comparability has not been shown 
and that the Commission has failed to evaluate the com- 
parative risks of the utilities whose earnings it would com- 
pare with Florida Gas (Pet. Br., pp. 9-13). 

Comparative risk is in large measure a matter of judg- 
ment. It is not susceptible to demonstration through a 
precise formula or by application of a slide rule. Ad- 


mittedly, there are some difficulties in making this com- 
parison as the Commission’s Staff contended in the recent 
Algonquin case, supra. The Commission there stated 
most recently that it continued ‘‘to believe that care- 
fully evaluated comparative earnings studies are a useful 
guide in determining a fair rate of return.’’ (Mimeo copy, 
p. 9). 


Moreover, an analysis of comparable earnings for rate 
of return purposes need not be confined to those companies 
having precisely comparable risks. Bluefield v. P.SL., 
supra, 262 U.S. 679, 692, indicates that only highly profit- 
able or speculative businesses need be excluded and that 
a comparison of companies within a relatively wide range 
of risk is proper. The difference can be recognized by 
appropriate administrative adjustments. See Vitality of 
the Comparable Earnings Standard for Regulation of Util- 
ities in a Growth Economy, 74 Yale Law Journal 989, 998, 
et seq. (May 1965). 
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In its opinion on review (R. 12649-51) the Commission 
discussed at length Florida Gas’ contention that its market 
demonstrated unusual characteristics and that it was ex- 
posed to a risk of change greater than the industry gener- 
ally. The Commission disagreed. It concluded that Florida 
Gas was not unusual in comparison with other pipeline com- 
panies in terms of risk or the market it serves (R. 12651). 
Florida Gas has a capital structure of approximately 65 per- 
cent debt and 35 percent equity, as noted above. This is not 
out of line with the average of approximately 72 percent 
debt and 28 percent equity for Moody’s 10 natural gas trans- 
mission companies (R. 7509). The record reflects an average 
equity ratio of about 38 percent and an average debt ratio of 
about 62 percent for Class A and B electric companies (R. 
7471) ; an average of about 34 percent debt and 66 percent 
equity for the Bell System (R.133); and an average of 
about 40 percent equity and 60 percent debt for Moody’s 10 
natural gas distribution companies (R. 7493). The electric, 
telephone and gas distribution industries all have a credit 


standing superior to that of the natural gas pipeline in- 
dustry. (R. 126-127, 133). 


Thus the record demonstrates that on a comparative risk 
basis, Florida Gas is certainly no better than the rest of 
the pipeline industry and, if anything, compares unfavor- 
ably with the electric, telephone and gas distribution in- 
dustries whose earnings the Commission considered in 
making its rate of return determination for Florida Gas. 


CONCLUSION 


The Commission has given the answer to Sun’s conten- 
tions in the order denying the application for rehearing 
(R. 12692) : 


“‘Sun contends that the 7 percent rate of return we 
allowed was without substantial evidentiary support 
or adequate findings. Further, that the granting of a 
higher rate of return than set forth in the application 
is contrary to the spirit and intent of Section 5(a) of 
the Natural Gas Act. 
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“This is not correct. Under the Natural Gas Act a 
natural gas company cannot be authorized or ordered, 
either prospectively or retroactively, to charge more 
than it has filed for. But while our Rules require that 
a rate increase filing be accompanied by evidence 
capable of constituting the pipeline’s direct case, should 
the filing be suspended and set for hearing neither the 
Act nor the Rules preclude the Commission from there- 
after finding that a particular cost component should be 
higher (or lower) than originally sought.’’ 


For these and all of the foregoing reasons, it is respect- 
fully submitted that the Commission’s determination that 
Florida Gas Transmission Company is entitled to an over- 
all return of 7 percent, resulting in a return on equity of 
9.36 percent for the period November 1, 1965 through June 
9, 1968 is fair and reasonable, is supported by adequate 
findings, is based on substantial evidence and, therefore, 
should be affirmed. 


Respectfully submitted, 


R. Y. Patterson, Jz., Esq. 
Norman E. Dux, Esq. 
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IN THE UNITED STATES COURT OF APPEALS 
FOR THE DISTRICT OF COLUMBIA CIRCUIT 


No. 23629 


Sun Oil Company, Petitioner 
v. 


Federal Power Commission, Respondent 


On Petition to Review an Order 
of the Federal Power Commission 


BRIEF FOR THE FEDERAL POWER COMMISSION 


COUNTERSTATEMENT OF THE ISSUES PRESENTED 

(1) Whether the Commission, in allowing a7 percent 
overall rate of return yielding 9.36 percent on equity, made 
a reasonable determination that had adequate support in the 
record and was based on sufficient findings. 

(2) Whether a pipeline company is entitled to a just 
and reasonable rate for transporting gas pursuant to the 
Natural Gas Act regardless of whether the producer of gas 
or the consumer of gas bears the costs. 

This case has not previously been before this Court. 

COUNTERSTATEMENT OF THE CASE 

Petitioner Sun Oil Company (Sun) challenges: the Commission's 
determination in Opinion 561, issued July 16, 1969 (R. 12632- 
12661, 42 FPC 74), that a fair rate of return for Florida Gas 


Transmission Company (Florida Gas) for the period from November 1, 
1965 through June 9, 1968 was 7 percent. Sun does not challenge 
the further determination in the same decision that 7-1/4 percent 
is a fair rate of return for that pipeline for subsequent periods. 
Sun's interest in the proceeding stems from the fact that under 
the terms of several gas sales contracts with purchasers Sun 

is required to absorb portions of increases in transportation 
charges made by Florida Gas, those charges being subject to 
Commission approval. 


Background: Florida Gas and its transportation services .-- 
Florida Gas is a relatively new pipeline, having been initially 


certificated in 1956 (16 FPC 118). It is the wholly-owned sub- 


sidiary of Florida Gas Company, a gas distributor, which is also 
its principal resale customer. However, it serves a market 
rather different from the usual combination of resale and indus- 
trial customers. The largest part of its capacity is used for 
transportation service. Gas for boiler fuel is purchased by 
the ultimate users--Florida Power Corporation and Florida 
Power & Light Company--from the producers and is transported 
from the producing areas in Texas and Louisiana to Florida 
by Florida Gas. These utility customers pay the producers, 
including Sun, for the gas itself, and pay Florida Gas for 
transportation service. In the period involved in this review 
proceeding, this transportation, which was provided by Florida 
Gas under its rate schedules T-1 (for Florida Power) and T-2 
(for Florida Power & Light), involved about a quarter of the 
gas carried by the Florida Gas pipeline. 

ie 


The rate increases at issue.--In the proceeding here at 
issue (FPC Docket No. RP66-4), Florida Gas on August 1€, 1965, 
filed for increases in its T-l rate from 14.5 cents per MMBtu 1/ 
to 17.9 cents (R. 10298) and its T-2 rate from 18.5 cents to 
21.9 cents (R. 10299, 12637). The rates became effective, sub- 
ject to refund, on November 1, 1965. The increases in these 
transportation charges, while billed to the power companies, 
were borne principally by Sun because of its arrangements with 


the Florida utilities purchasing its gas. It has agreed to re- 


imburse Florida Power for half of any increase in the T-1 trans- 


portation rate, and Florida Power & Light for the full amount 

of any increase in the T-2 rate (R. 12635, 12649). This results 
in a liability for some 82% of the total proposed increase or 
about $3,700,000 of the total increase of about $4,500,000 

(R. 12637). 2/ 

The Commission proceedings .--Hearings were held early in 
1967, but before an initial decision could be issued, the pipe- 
line filed for lower substitute rates in conformity with a con- 
dition imposed by the Commission in granting a certificate for 
a major expansion of Florida Gas' pipeline in Opinion No. 516, 
1/ Florida Gas bills on a heat-content rather than a volumetric 
basis. One MMBtu is a million Btu's and is about equal to one 
Mef (thousand cubic feet) of gas, which normally contains about 
1,000 Btu per cubic foot. 

2/ The difference between the rates at a 6.5 percent rate of 


return and those at the rate allowed by the Commission is about 
$1,350,000, with Sun's share being about $1,000,000 (R. 12638). 
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37 FPC 424 (1967). The Commission's Section 4 consideration 
of these reduced T-1 and T-2 rates was combined with a general 
Section 5 investigation of all of Florida Gas’ rates in Docket No. 
RP68-1 (R. 12385-12386, 12636). On Sun's motion, the various 
proceedings were consolidated (R. 10744-10747, 38 FPC 149 (1967)). 
The reduced T-l.and T-2 rates became effective on June 10, 
1968, so that the RP66-4 rates here at issue ceased to have 
prospective effect, and the docket here involved was thus con- 
verted into a proceeding covering solely a 32-month locked-in 
period, from November 1, 1965 through June 9, 1968. The parties 
agreed that the RP66-4 portion of. the case--now consolidated 
with RP68-1--should be tried not on a test year basis but on 
the basis of actual costs and revenues experienced during that 
period (R. 12406). Accordingly, Florida Gas was permitted by 
general agreement to update its cost of service showing to 
cover the entire locked-in period (R. 10919, 12639). The con- 
solidated cases (including Docket RP69-2, a later rate increase 
filing) were "phased," and a separate decision on the rate of 
return issues in all three dockets was the first phase completed. 
The examiner issued his decision (R. 12381-12430) on Jan- 
uary 6, 1969. After rejecting the claim that Florida Gas was 
"estopped" to claim more than 6.5 percent rate of return be- 


cause its rate filing and some of its evidence had utilized 


that figure (R. 12408-12411), he found that the company had 


made at least a prima facie showing that the 6.98 percent re- 
turn its rates had in fact generated under the company’s own 
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cost claims was fair and reasonable (R. 12412). However, he 
allowed Sun 30 days in which to rebut, by evidence, ecross- 
examination and argument, this prima facie showings (Ibid.) 
No rebuttal was filed. Instead, Sun excepted = the examiner's 
decision, arguing that Florida Gas had not shown the prima facie 
reasonableness of 6.98 percent (R. 12457-12459, 12492-12498). 
The examiner also found that he need not eteraine a rate of re- 
turn in Docket RP68-1 (R. 12413-12414) ana that in Docket RP69-2 
rates yielding a 10.6 percent return on equity should be approved 
(R. 12415-12428). Thus the rate of return issues in all three 
dockets were placed before the Commission at one time. 

The Commission issued Opinion No. 561 (R. 12635-12655) on 
July 16, 1969, Chairman White dissenting (R. 12656-12661). With 
respect to Docket RP66-4, the proceeding here in issue, the Com- 
mission agreed with the examiner that Florida Gas was not lim- 
ited to claiming more than 6.5 percent rate of return where the 
evidentiary showing justified a greater return allowance. The 
Commission found that for this locked-in period an overall rate 
of return of 7 percent, which allows an equity return of 9.36 
percent, was fair and reasonable. It pointed out, inter alia, 
that this return on equity was at the lower range of equity 
allowances approved by recent Commission decisions (R. 12652); 
and that the cost of Florida Gas' imbedded debt, which is 
recouped through the overall return allowed, was then higher 
than that of most pipeline companies because of Florida Gas" 
late initial entry, in mid-1959, into the bond market (R. 12650). 
For the later two dockets, the Commission concluded that the fair 


and reasonable overall return was 7-1/4 percent, pointing out 
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that this would permit recovery of the increased imbedded debt 
cost of 6.21 percent and a return on equity of 9.9 percent 
(R. 12652). 

Sun then applied for rehearing, challenging only the return 
allowances for the first docket (RK. 12662-12688). So far as 
relevant here, its assignments of error were that the rate of 
return allowed in Docket RP66-4 was not supported by substantial 
evidence or adequate findings (R. 12672-12680) and that the ex- 
aminer's request for further evidence had unlawfully shifted to 
it the burden of proof (R. 12680-12683). The Commission denied 
rehearing (R. 12691-12694) on September 13, 1969, again ex- 
plaining (as to Docket RP66-4) the basis for its refusal to 
find Plorida Gas estopped to claim over 6-1/2 percent, and re- 
affirming its conclusion that the record supported 7 percent, 
for reasons it found adequately explained in Opinion 561 
(R. 12692). 


The petition for review followed. 


ARGUMENT 
THE COMMISSION'S ALLOWANCE OF A 7 PERCENT RETURN 
WAS REASONABLY BASED UPON SUBSTANTIAL EVIDENCE AND 
ADEQUATELY EXPLAINED 
A. The Commission found that a return of 7 percent which 
allows an equity return of 9.36 percent was the fair and proper 


rate of return for the period here involved (R. 12641). In ar- 


riving at this conclusion, the Commission noted that these allow- 


ances would permit the pipeline to recover its average imbedded 


debt cost for the period of 5.66 percent. 
aaa 


In order to place the Commission's determination in per- 
spective, it must be remembered that the overall return al- 
lowed by the Commission should be sufficient not only to per- 
mit the recoupment of the imbedded debt costs but also to 
earn a fair return on equity. F.P.C. v. Hope Natural Gas 
Co., 320 U.S. 591 (1944). 

In allowing Florida Gas a return on equity of 9.36 percent 
the Commission followed the same pattern of decision as in all 
of its pipeline rate of return determinations made upon full 
records since 1960. As the Commission pointed out (R. 12652), 
in about three-quarters of the contested rate of return cases 
during that time, the equity return allowed was 9-1/2 percent 
or more. 3/ Another two, Midwestern Gas Transmission and East 
Tennessee Natural Gas Company, both subsidiaries of another 
major transmission company, were allowed 9.26 and 8.53 percent, 
respectively. 4/ The remaining company, Cities Service Gas 


Company, which the Commission pointed out was atypical due to 


a Tennessee Gas Transmission Co., 24 FPC 204, 209 (1960) 
10.12%), United Gas Pipe Line Co., 25 FPC 26, 32, 116 (1961) 
(10.3%), Northern Natural Gas Co., 25 FPC 431, 441-442 (1961) 
(10.5%), Kansas-Nebraska Natural Gas Co., 25-FPC 448, 452 
(1961) (10.8%), Panhandle Eastern Pipe Line Co., 25 FPC 

550, 551 (1961) (10.47%), American Louisiana Pipe Line Co., 
28 FPC 482, 485 (1962) (9.57%), Natural Gas Pipeline Co. of 
America, 40 FPC 81, 93 (1968) (9. > and Panhandle Eastern 
Pipe Line Co., 40 FPC 98, 111 (1968) (11.18%). In addition, 
Alabama-Tennessee Natural Gas Co., 27 FPC 1180, 1189-1190 
(1962), the Commission recognized that the expected capital-— 
ization of the company would yield about 9.5% on equity, 
though the existing capitalization gave 9.25%. 

4/ Midwestern Gas Transmission Co., 32 FPC 993 (1964), East 
Tennessee Natural Gas Co., 35 FPC 534 (1966). 


its unique financial structure with an unusally thick equity 
of about 75 percent. and its being a subsidiary of an oil 
producer, was allowed only 7.39 percent on its equity 5/ 

(R. 12651-12652). 

Thus, while the overall return allowance of 7 percent was 
higher than earlier allowances, this was a consequence of Florida 
Gas’ imbedded debt cost, which for the period involved was at the 
unusually high level of 5.66 percent (R. 12640). 6/ The high debt 


cost, which has not been disputed, 7/ resulted, as the Commission 


pointed out from "the fact that Florida Gas first entered the 
money market approximately ten years ago when debt costs were 

at the highest point for approximately the twenty years previous." 
(R. 12650). Consequently the company had no "cushion" of rela- 


tively low-cost debt capital, dating from earlier periods, as 


5/ Cities Service Gas Co., 40 FPC 1033 (1968). 

6/ Although the overall return allowance is not strictly a 
product of separate debt costs and return allowance, it is 
clear, as shown by recent decisions, that increases in debt 
costs have been a critical factor resulting in higher over- 
all returns. Since the decision here, high debt costs have 
required overall rates of return above 7 percent in two 


other cases: Algonquin Gas Transmission Co., Opinion No. 571 
(January 19, 1970) taebt cost 5.96%; overall return allowed, 
7.5%) and Transcontinental Gas Pipeline Corp., Docket No. 
RP70-18 (December 23, 1969) (cost of debt conceded to be at 
least 6.30%; overall return of 7.25% allowed). 

7T/ Sun argued on rehearing that costs for construction of fa- 
cilities not actually used during the RP66-4 period had been 
wrongly included (R. 12673). The Commission's figures plainly 
discredit this argument; compare paragraphs 21-24 of the opin- 
ion (R. 12639) with paragraphs 28 and 31 (R. 12640, 12641). All 
figures used in this brief reflect the Commission's exclusion of 
the challenged costs. Sun's figure of 9.41 percent on equity 
(Br. pp. 7, 10) does not, and should be corrected downward to 
9.36 percent. 
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did most longer-established pipelines until the recent explosive 


rise of debt costs. In these circumstances, Sun's attempt (Br. 
Pp. 16) to discredit the 7 percent return by an uncritical com- 
parison with the overall return allowances of other pipelines 
is meaningless. 

Indeed, Sun's position totally disregards the Commission's 
responsibility to allow returns on equity commensurate with 
those appropriate for similarly situated companies. As the Supreme 
Court stated in F.P.C. v. Hope Natural Gas Co., 320 U.S. 591; 
603 (1944): 

x * ® the return to the equity owner should 

be commensurate with returns on investments 

in other enterprises having corresponding 

risks. * * * 

See also, €-£-> Williams v. Washington Metropolitan Area Transit 
Commission, __ AppDC __,» 415 F. 24 922, 932, fn. 49 (1968); 
D.C. Transit System Ine. v- Washington Metropolitan Area 
Transit Commission, 121 AppDC 375, hoo-401, 350 F. 2a 753; 
778-779 (1965). 

B. Sunts further complaint that the Commission's 7 percent 
rate of return determination is not adequately supported by evi- 
dence and findings is also without substance. ‘Its claim rests 
in substantial part on the erroneous view that the Commission 
accepted at face value the comparative earnings evidence pre—- 
sented by Florida Gast rate of return evidence. Not only does 
the Commission's opinion expressly refute this premise (R. 12641, 
12646), 8/ but is also clear that the Commission in fact had 


SS 


8/ Contrary to Sun's claim (Br. P- 11), the Commission aid 
not purport to use the earnings of the various companies 
shown in the exhibit of Florida Gas’ rate of return witness, 
[Footnote continued. ] 
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before it a variety of data, including earnings-price ratios, 
overall rates of return, and equity returns for pipelines and 
other enterprises, and took cognizance of the equity allowance 

it had approved in the past for other comparable natural gas pipe- 
line companies. And as we have pointed out, the return on 

equity allowed here is in fact at the lower end of the range 

of past allowances. Moreover, it is clear that from a risk 


point of view Florida Gas may clearly be compared with such 


[Footnote continued. ] 


Dr. Dorau, as a direct measure of the appropriate rate of 
return for Florida Gas. To the contrary, the Commission 
employed Dr. Dorau's figures to provide a maximum range for 
rate of return, as it had done with a similar presentation 
in Natural Gas Pipeline (to which it referred, R. 12641). As 
the Commission explained, the actual earnings of other natu- 
ral gas pipelines include elements such as nonjurisdictional 
or nonutility revenues, gains from investment tax credit, 
etc., which prevent their direct use as a guide to fair rates 
of return. This characteristic of such presentations, how- 
ever, allows their use as "a maximum in the range of cost of 
equity; that is, because the earnings figures for pipelines 
are combined with non-regulated and non-pipeline revenues 

* * *," Natural Gas Pipeline Co. of America, 40 FPC at 90. 
Similarly, returns earned by unregulated enterprises (such 

as Moody's 125 Industrials, employed by Dr. Dorau), being 
generally higher than are necessary and proper for regulated 
utilities, also help to indicate a maximum. Conversely, 
earnings-price ratios (set out by Dr. Dorau at R. 7506- 
7507), were found by the Commission in Natural Gas Pipeline 
to furnish a useful floor in rate of return determinations 
(id., 91) even though, like actual earnings, they cannot be 
directly translated into a rate of return. Thus the statis- 
tics supplied by Dr. Dorau were useful in indicating a range 
within which the rate of return should fall. The problem 

of locating a fair return more exactly within this range 

was solved by reference to the returns allowed in other re- 
cent cases, with appropriate attention to their comparability 
with Florida Gas, in the manner outlined above (pp. 7-9). 
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pipelines. Both the examiner and the Commission found (and 
Sun makes no challenge in this respect) that in terms of 
business risks Florida Gas was comparable to other natural 
gas pipelines (R. 12425, 12648-12650). Moreover, Florida 
Gas’ capital structure in the period involved, consisting of 
about 36 percent equity and 64 percent debt, was comparabie 
to that of most other pipelines. The similarity of the 
result here with that in earlier decisions is particularly 
illustrated by the decision in Natural Gas Pipeline, 40 
FPC 81 (1968), where an overall return of 6-7/8 percent 
was approved. Natural, like Florida Gas, is the wholly-owned 
subsidiary of a gas distributor. Its cost of debt and its 
debt-equity ratio are very closely comparable to Florida Gas: 
Natural Gas Florida 
Pipeline Co. Gas 
Percentage of debt . . 63.7 64.4 
Percentage of equity .. 5 36.3 35.6 
Cost of debt ...-..-- 5.37% 5.66% 
Return allowed for equity . 9.52% | 9.364% 

These considerations make it clear that the result reached 
by the Commission was reasonable and adequately explained. To be 
sure, the Commission did not point out with mathematical precision 
how it used the extensive data presented by Florida Gas to reach 


the precise result reached. But, as we have noted, the evidence 


presented demonstrated that Florida Gas’ equity should be treated 
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in a manner comparable to the equity of other natural gas pipe- 
lines. 9/ In so doing, the Commission acted soundly. 

It is also necessary to recall that this decision involved 
a judgment, which the Commission has wide latitude in making. 
In this it resembles all rate-of-return determinations. It 
depends, as the Supreme Court said in Bluefield Water Works 
and Improvement Co. v. Public Service Commission, 262 U.S. 
679, 692-693 (1923), 

* * * upon many circumstances and must be de- 

termined by the exercise of a fair and enlight- 

ened judgment, having regard to all relevant 


facts. 


And Justice Brandeis' separate opinion in Missouri ex rel. South- 


western Bell Telephone Co. v. Public Service Commission, 262 U.S. 


276, 291 (1923) more succinctly characterized the rate-of-return 
decision as "La]n opinion, largely. * * *[It] involves forming 


a judgment, as distinguished from ascertaining facts." In Natu- 


ral Gas Pipeline Co. of America, supra, the Commission recognized 
(40 FPC at 87-88) that 


[A] rate of return is not merely a mechanical compu- 
tation from separate elements. A determination in- 
volves not only consideration of the cost of equity 
but also a number of factors which vary from company 


9/ Sun's contention (Br. pp. 13-14) that the Commission accepted 
Florida Gas' actually-experienced earnings as fair and reasonable, 
rather than determining the question for itself is baseless. The 
Commission's reference (R. 12640) to testimony that 6.88 percent 
would be a fair rate of return merely pointed to the fact that the 
Florida Gas’ testimony purported to justify more than the 6-1/2 
percent originally claimed, not that the Commission was basing its 
determination on the fact that the rates collected resulted in 
that level of earnings. The importance of Dr. Dorau's presentation 
was not in his advocacy of a particular rate of return figure, 

but in the figures he prepared, on earnings and earnings-price 
ratios, which provided the limits of a range for Florida Gas' re- 
turn. 
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to company such as capitalization ratio and the neces- 
sity to finance new construction. Further, some fac- 
tors are necessarily judgments. Rate of return a] low-— 
ance is also influenced by an assessment of general 
financial business and economic conditions and an ap- 
praisal of the relative risks with which investors view 
the pipeline industry. Finally, the financial needs of 

a company and its investors must be weighed in the light 
of the Commission's responsibility under the Natural Gas 
Act to assure consumers a continuing supply of gas at the 
lowest reasonable rate. Clearly the analysis of the 
relative weight to be given to each does not lend itself 
to a precise mathematical determination. [Footnote omitted. ] 


Consequently, the rate of return allowed Florida Gas cannot be 
assailed because every step in the determination is not accom- 
panied by a mathematical demonstration. Where the nature of the 
problem admits of a mathematical solution the Commission has 
supplied one. But it must be recognized that other components 
of the overall results, although based to some extent on statis—- 
tical evidence, were necessarily the outcome of expert judgment, 
not simple computation. 

Finally, we think it pertinent in this respect to point out 
that while Sun objects that there were insufficient connective 


findings for the first period, it affirmatively accepts the 


higher return allowances, both overall and on equity, for the 


later periods although the Commission's single opinion deter- 
mined rates of return for each of the three periods by rely- 

ing on similar data and findings. As a practical matter, 
therefore, it seems clear that Sun's challenge does not rest 

on a lack of findings or evidence but rather on the position 
reflected by its first question presented, i.e., that the overall 


return for the first period exceeds that rate of return on which 
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the increased rate filing was pased. This position, for which 
Sun does not present any express argument, is also without sub-—- 
stance. The Commission is not limited to the figure used for 
any particular eost of service component in a filing if the re- 
cord as 2a whole shows that a higher figure would be more appro- 
priate, provided, of course, that the total rate may not be in- 
creased retroactively. This is especially true when, as here, 
almost four years elapsed petween filing and decision. Indeed, 
the parties all agreed that the actual, rather than test year, 
costs would be used to determine the rate level for the locked-in 
period here involved. Plainly, such an approach is incompatible 
with the assumption of Sun that the Commission was bound by 
Florida Gas' pleadings made in the context of the test year ap- 


proach. In any event, as the Third Circuit pointed out in 


Panhandle Eastern Pipe Line Co. v. F.P.C., 236 F. 2a 606, 608 
(CA3, 1956): 


[IJn recognition of the time involved in 

these often long drawn out rate proceedings, 

the Commission quite properly permits the 

pasic showing of the justification which 

existed at the time of filing to be supple- 

mented by evidence of occurrences since fil- 

ing. 
The rate of return is to be determined by the principles developed 
in Hope, applied to the entire record, and there is no place in 
the determination for artificial limitations based on the formali- 
ties of pleading. Alabama-Tennessee Natural Gas Co., 27 FPC 1180, 
1188 (1962); Michigan Wisconsin Pipe Line Co., 28 FPC 482, 486 
(1962). 

Cc. Sun also contends (Br. p. 15) that the Commission erred 
in accepting the actual earnings of Florida Gas, as such, as @ 
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prima facie showing that these earnings were reasonable. As we 
have seen, the Commission did not do so. The claim rests to 

a large degree on the examiner's finding that Florida Gas had made 
a prima facie showing by its evidence that 6.98 percent was a 
reasonable return, that this evidence had not been rebutted 
(staff and Sun having presented no evidence on the issue), and 
that the opponents of 6.98 percent should have 30 days in which 
to make a contrary evidentiary showing (which they did not do) 
(R. 12412). This in no way demonstrates that the examiner or 
the Commission accepted 6.98 or 7 percent as reasonable merely 
because Florida Gas had earned it. As the examiner pointed out 
(R. 12408-12409), the Commission's task is to determine whether 


the rate in question is just and reasonable. If its judgment is 


in the affirmative, then the rate of return achieved by that rate 


level can be approved. It is therefore no evidence of error that 
the rate of return approved equals that actually earned. The 
significant fact is that the Commission arrived at this determina- 
tion on the basis of its informed judgment and an evidentiary show- 
ing by Florida Gas, and did not merely accept a recitation of actual 
earnings as probative of the reasonableness of such earnings. 

Finally, Sun charges that the Commission was unduly influenced 
by the fact that Sun rather than the consumer would bear most of 
the increase in the rates affected. There is no merit to this 
argument. The references cited by Sun (Br. p. 16, fm. 9) do not 
indicate any such motive, but are neutral statements of fact. The 
Commission's evaluation of the importance of Sun's contractual 
guaranty to its utility customers (R. 12649) demonstrates that the 
Commission's awareness of Sun's obligation tended to limit rather 
than increase the return it allowed Florida Gas: 
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* * ¥ Florida Power is only subject to one-half 

of any increase in the transportation charges under 
the T-1 rate schedule and Florida Power & Light is 
fully reimbursed under the T-2 rate schedule. Since 
these two contracts provide over 41 percent of the 
total transportation services provided by Florida 
Gas, and since over 50 percent of Florida Gas’ daily 
delivery capacity is for transportation services, any 
risk of loss of these customers due to increases in 
the cost of transportation is substantially reduced 
for Florida Gas. 


Accordingly, the Commission was led to discount Florida Gas' claims 
of extraordinary risk, and to limit the rate of return on equity in 
the. manner described above. 
CONCLUSION 
For the reasons given above, the Commission's order should 


be affirmed. 
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Sun Om Company, Petitioner, 
Vv. 
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REPLY BRIEF OF PETITIONER 


Sun Oil Company (Sun), the Petitioner herein, submits 
this brief in reply to the briefs of the Respondent, Federal 
Power Commission (Commission) and the sole Intervenor, 
Florida Gas Transmission Company (Florida Gas). Much 
of the argument in both briefs is misdirected with 
respect to Sun’s allegations of error. Simply stated, Sun 
challenges the 7 per cent return allowance as provided for 
by the Commission’s Opinion No. 561 on the ground that it 
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is totally without record support. Sun does not contend 
that Florida Gas was. legally estopped, as is argued at 
length in both briefs, to claim a return in excess of that 
included in its increased rate filing. 


It is Sun’s contention that Florida Gas at the time of its 
rate filing (1965), and at the time its evidence was pre- 
sented (1967), was satisfied and presented its entire case 
on the basis of a 614 per cent overall return which return 
was the highest ever allowed by the Commission as of those 
dates. This return was predicated on a 7.59 per cent re- 
turn on equity (R. 10321). Meanwhile, nothing had oc- 
curred from November 1, 1965 through June 10, 1968, being 
the period for which the 7 per cent allowance was pre- 
scribed, to justify a return greater than the 614 per cent 
claimed. In particular there was no justification for the 
Commission’s award of a return on equity of 9.36 per cent 
(R. 12641), over 1.8 percentage points higher than orig- 
inally sought by Florida Gas. 


To repeat briefly the derivation of Sun’s interest in the 
case, Sun sells gas to Florida Power Corporation (Florida 
Power) and Florida Power & Light Company (Florida 
P&L) at central points in the fields where the gas is pro- 
duced. This gas is transported by Florida Gas under its 
Rate Schedules T-1 and T-2 for Florida Power and Florida 
P&L, respectively. Although the prices which Sun receives 
for its gas in the field are not regulated by the Commission 
since they are non-jurisdictional, they are affected by the 
levels of the T-1 and T-2 rates. In Docket No. RP66-4, 
which is the subject of this review insofar as the rate of 
return prescribed therein is concerned, Florida Gas in- 
creased the T-1 rate from 14.5¢ per million Btu? to 17.9¢ 
and T-2 from 18.5¢ per million Btu to 21.9¢, subject to re- 
fond. Under Sun’s contracts with the two power com- 
panies, the price received for the gas sold to Florida Power 


1A million Btu or one M2Btu is the equivalent of one thousand cubic feet, 
an Mef, of gas containing a heating content of 1,000 Btus per cubie foot. 
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is reduced by one-half the amount which the T-1 rate ex- 
ceeds 14¢ per M?Btu, and for the gas sold to Florida P&L 
Sun absorbs the entire amount by which the T-2 rate ex- 
ceeds 17.5¢ per M*Btu. By allowing a 7 per cent return 
rather than the 6.5 per cent return on which Florida Gas 
based its rates, the revenues received by Sun for its sales 
to the power companies were reduced by $1,000,000 (R. 
12638). 


This Case Involves a Past Period for Which the Actual Facts 
Are Known 


There is involved here a limited past period extending 
from November 1, 1965 through June 9, 1968. All of the 
actual costs incurred during this period are known with 
certainty including the cost of long term debt. During this 
locked-in period, Florida Gas incurred additional debt for 
the pipeline expansion project which the Commission had 
authorized by its Opinion No. 516 (37 FPC 424). 


The facilities so authorized by Opinion No. 516 are for 
the exclusive use by Florida Gas for the transportation of 


an additional 200,000 M*Btu per day for Florida P&L. 
Such facilities and the cost of financing them are for a new 
service (T-3) and are not even remotely related to the T-1 
and T-2 services. Moreover, it was the commencement of 
this additional service on June 9, 1968 with the newly au- 
thorized facilities which terminated the period of effective- 
ness of the RP66-4 rates. In its Opinion No. 561, the Com- 
mission agreed with the Staff and Sun that the costs of the 
financing of the new facilities should not be included in 
resolving the question of the proper return to be prescribed 
for the RP66-4 locked-in period (R. 12639).2 Florida Gas 
accepted such determination. Thus there are no changes 


2In this same regard it should be noted that the cost of the funds required 
for the financing of the new pipeline facilities goes into the gas plant costs as 
interest during construction. Included in the item of interest during con- 
struction is a ‘‘reasonable rate’? for the company’s own funds invested 
in the new plant. Uniform System of Accounts Prescribed for Natural 
Gas Companies, p. 8. Thus a return will be earned on such cost of capital 
throughout the life of the properties. 
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in cost of debt subsequent to Florida Gas’ evidentiary sub- 
mission which would enter into the determination of the 
rate of return for this period. 


The only item not determinable as an actual cost is the 
allowance to be provided for the equity included in Florida 
Gas’ capitalization. All of the common stock of Florida 
Gas is held by its parent company, Florida Gas Company 
(R. 12660). No common stock has been issued by Florida 
Gas since the original project was financed. 


Florida Gas has made no evidentiary showing that it was 
entitled during this 32-month period to a greater return on 
its equity than was contemplated in 1967 when it presented 
its case. Any increased allowance either on the equity or 
on the overall return on the entire capitalization would 
necessarily be required to be supported by a showing of 
increases in the cost of money actually experienced by Flor- 
ida Gas. No such showing has been made. 


If Florida Gas received less return on its equity than it 
considered adequate, this would in large measure be the 
result of a decision of the management to agree to a mora- 
torium contained in a certificate issued to Florida Gas on 
June 8, 1965 in Docket No. CP65-165 (33 FPC 1223). Such 
condition precluded Florida Gas from filing any increases, 
other than for additional taxes, in its resale G and I rate 
schedules ‘‘prior to the expiration of the first three years 
of operation of the expanded system or January 1, 1970, 
whichever is earlier’? (33 FPC at 1225). Based upon the 
company’s figures, the resale rates failed to recover the 
cost of service by $500,000 per year (R. 7153-7159). Since 


3 Sun does not advocate the use of the double leverage computation which 
the Staff prepared to show that the parent company, Florida Gas Company, 
recoup’s from its investment in Florida Gas a return in the range of 1214%. 
Nevertheless, the Commission has in other cases taken into consideration such 
affiliation in fixing the return allowance on equity for pipelines which are 
wholly-owned subsidiaries. Midwestern Gas Transmission Co., 32 FPC 993, 
1000 (1964); Knoxville Utilities Board, 35 FPC 534, 540 (1966); Natural 
Gas Pipeline Company of America, 40 FPC 81, 92 (1968). This was pointed 
out in the dissent to Opoinion No. 561 by the then Chairman Lee C. White (R. 
12660). 
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the moratorium was not extended to the T-1 and T-2 rates, 
Florida Gas was not thereby prevented from filing increases 
in the transportation rates. This is no reason, however, 
for the Commission to fix a rate of return in Docket No. 
RP6&-4 which permits Florida Gas to make up on its T-1 
and T-2 rates deficiencies it otherwise agreed to absorb, 
cf. United Gas Pipe Line Company v. Mobile Gas Service 
Corp., 350 U.S. 332 (1956). 


The only change experienced during the locked-in period 
relating to the rate of return was that actual earnings on 
the transportation service far exceeded the estimates upon 
which the amount of the rate increase was based. It is per- 
fectly obvious that in fixing the rate of return the Commis- 
sion did precisely what Sun accuses it of having done, and 
that is to fix the return at essentially the same level as was 
produced by the increased revenues. Contrary to the Com- 
mission’s contention about ‘‘mathematical precision’? 
(Brief p. 11), this is probably the only case in the history 
of the Commission where it did obtain the rate of return 
with mathematical precision by dividing actual earnings by 
the company’s claimed rate base. 

It is because of the static condition which existed with 
respect to the cost of money conditions during the locked-in 
period that Sun confined its appeal to the issue of the Com- 
mission’s allowance in that docket. In recognition of the 
changes in cost of money being experienced in the periods 
involved in the later dockets, Sun did not challenge the 714 
per cent return allowed in Docket Nos. RP68-1 and RP69-2. 


After hearings had been completed in Docket No. RP66-4, 
a prehearing conference was held with respect to the con- 
solidated RP66-A and RP68-1 proceedings. At that pre- 
hearing conference, the Presiding Examiner expressed his 
view that a 6% per cent return was appropriate for the 
locked-in period (R. 2792-2793), and in his Prehearing Con- 
ference Report issued in these proceedings on March 14, 
1968, the Examiner held as follows (R. 10920): 


“*(5) Rate of return: the allowable rate of return 
for the locked-in period on rates T-1 and T-2 is deter- 
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mined on the basis of the company’s filing and evidence, 
and on the evidence of the other parties, as 6.5 per cent, 
but the company is free to furnish for the record 
contention or argument for a higher rate, for use on 
review. This conclusion has no application or 
reference to the rate of return for other rates or for 
later periods (16 T. 2755, 2793).”’ 


The only further presentation made by Florida Gas was 
the argument contained in its initial brief on the merits 
of this case filed with the Commission on October 21, 1968.‘ 
There for the first time appears the company’s claim to 
the 6.98 per cent return for the Docket No. RP66-4 locked-in 
period. 


The Commission’s Decision Cannot Be Supported by a 
Recitation of Prior Decisions 


It is like playing a game of make believe to attempt to 
argue as do the Commission and Florida Gas that in 
arriving at its decision in Opinion No. 561 the Commission 
called upon its expertise and relied upon its informed 
judgment after having given consideration of such land- 
mark decisions as Bluefield® and Hope ® and the numerous 
other rate of return decisions cited. 


The plain unadulterated fact is that the Commission 
simply agreed to go along with Florida Gas’ arithmetical 
computation of dividing actual revenues for the locked-in 
past period by the rate base to arrive at the rate of return. 
This whole approach is completely erroneous since it 
translates into the return allowance the very items the 
validity of which are currently awaiting a decision by the 
Commission. 

4 The separate brief on rate of return was filed by Florida with the Com- 
mission a week later. 


5 Bluefield Waterworks and Improvement Company Vv. Public Service Com- 
mission of West Virginia, 262 U.S. 679 (1923). 


6 Hope Natural Gas Company v. Federal Power Commission, 320 U.S. 591 
(1944). 
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Thus, unless the Commission agrees with Florida Gas 
and disagrees with its own Staff and Sun on each and 
every one of the numerous contested issues involving the 
rate base and cost of service, which issues involve millions 
of dollars, the arithmetical result obtained of a return of 
6.98 per cent will not stand up. Such a result is highly 
unlikely. In other words if the rate base is reduced and 
if any of the items entering into the cost of service are 
reduced the rate of return arrived at by this arithmetical 
process would be increased to some other figure higher than 
6.98 per cent or 7 per cent. 


The difficulty here is that as to the RP66-4 locked-in 
period the Commission has departed from its usual method 
of determining rate of return by severing that single issue 
out for decision prior to a determination of the remaining 
issues. 


Ordinarily where the Commission, as it says, phases the 
case as it did here, the rate of return is separately deter- 
mined before the other issues are resolved. This procedure 
is resorted to frequently. When the return is thus 
determined the remaining items of cost included in the 
application for a rate increase are assumed to be valid. 
Thus, since in essentially every case the rate of return 
claimed is reduced, the Commission is thereby enabled to 
provide the pipeline’s customers some relief from the in- 
creased rates without awaiting a resolution of the entire 
ease. But in those instances the Commission does not, as 
it did here, rely upon the level of any of the other cost items 
to arrive at the rate of return. 


Basically, the Commission has arbitrarily agreed with 
Florida Gas, even over the objection of its own Staff 
(R. 12444-12445) and Sun, that whatever revenues the rates 
under review in RP66-4 produced were reasonable.” In a 


7 As the Commission stated (R. 12640): 


**6.88 was the preliminary indication of earnings at the time Dr. Dorau 
[the only witness on rate of return in RP66-4] testified. Earnings were 
subsequently determined to be 6.98, assuming the validity of Florida Gas’ 
cost of service figures.’’ 
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slightly different context, the Commission has recently 
observed that actual earnings ‘‘cannot be simply translated 
into an allowed rate of return.’’ Panhandle Eastern Pipe 
Line Company, 40 FPC 98, 107 (1968). 


In Panhandle, the Commission was discussing the in- 
adequacy of an evidentiary presentation which merely 
equated the return to be allowed in a given case to the 
earnings actually experienced by selected companies subject 
to regulation. But in the case at bar, there is not even 
that type of presentation. Essentially, what the Commis- 
sion and Florida Gas argue is that the rates proposed in 
RP66-4 should be permitted irrespective of what the level 
will be of the revenues produced. 


The arguments of Commission and Florida Gas that the 
Commission relied upon the cases cited by them in arriving 
at its conclusion are nothing more than post hoc rationaliza- 
tions of appellate counsel seeking to supply a basis for 
the Commission’s action that is missing from the Com- 
mission’s opinion, Burlington Truck Lines v. United States, 
371 U.S. 156, 168-169 (1962); NLRB v. Metropolitan Life 
Insurance Co., 380 U.S. 438, 444 (1965). The only case 
cited by the Commission in disposing of RP66-4 was its 
own opinion in Natural Gas Pipeline Company of America, 
40 FPC 81 (1968). This opinion was cited as authority 
for its reliance upon the earnings of selected electric 
utilities, the Bell System and natural gas distribution and 
pipeline companies (R. 12640-12641). 


Later in the same decision when it was considering the 
return to be allowed in the other two dockets, Nos. RP68-1 
and RP69-2, the Commission rejected this very same type 
of evidence as being a proper comparison to be relied upon 
in fixing the rate of return in those dockets stating 
(BR. 12646-12647) : 


“But actual earnings of other companies by reason of 
being earned are not thereby converted into fair 
return. Among the many difficulties and complexities 
entailed in comparing earnings in addition to varying 
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capital structures and operational problems, is, in 
many instances, the necessity to adjust for the upward 
bias due to the impact of non-utility earnings.” 


One cannot help but lean to the conclusion that one basis 
was relied upon by the Commission when Sun was absorb- 
ing over 82 per cent of the increased rates and another 
was used when the increased rates hit all of the jurisdic- 
tional customers. In any event, the return prescribed in 
RP66-4 is without any rational basis in the record. 


Sun Is Not Relying Upon Legal Estoppel as Contended by 
Commission and Florida Gas 


Despite its repeated denials that it is not and has not at 
any time relied upon estoppel as a reason why the Com- 
mission’s allowance of a 7 per cent return in RP66-4 was 
erroneous, both the Commission (Br. pp. 5-6, 13-14) and 
Florida Gas (Br. pp. 7-10) continue to argue this non- 
existent point citing Alabama-Tennessee Natural Gas Com- 
pany, 27 FPC 1180 (1962), and Michigan Wisconsin Pipe 
Line Company, 28 FPC 482 (1962). 


Sun’s charge of error on the Commission’s part as is 
made clear above, is predicated upon the failure of Florida 
Gas to sustain the burden of proof imposed upon it by 
Section 4(e) of the Natural Gas Act, 15 U.S.C. $717 (¢) (e)8 
Moreover, the evidence which the Commission states that 
it relied upon in RP66-4, was as pointed out above, 
specifically rejected later in the same opinion as not pro- 
viding a proper basis for determining the rate of return. 


But even if estoppel were in issue here as Commission 
and Florida Gas argue, the cited cases would not be dis- 
positive here since the factual situations were totally 
different. 


8 This section of the Act provides in pertinent part as follows: 


“*At any hearing involving a rate or charge sought to be increased, the 
burden of proof to show that the increased rate or charge is just and 
reasonable shall be upon the natural-gas company * * *.”’ 
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As contrasted to the situation here, Alabama-Tennessee 
made four successive rate filings to pass on increases in 
its cost of purchased gas over several years, the first having 
been made in 1954, about 8 years prior to the decision. 
The rates of return included in the rate filings were those 
generally permitted by the Commission at the time of the 
filings and were designed to avoid controversy in an effort 
to have the increases placed in effect without formal hear- 
ing. This was a period of vast uncertainty in the Com- 
mission’s rate changing powers caused by the decisions of 
the Courts in United Gas Pipe Line Company v. Mobile 
Gas Service Corporation, 350 U.S. 332 (1956), and par- 
ticularly, in Memphis Light, Gas and Water Division v. 
Federal Power Commission, 102 U.S. App. D.C. 140, 250 
F. 2d 402 (D.C. Cir. 1957) ; reversed, United Gas Pipe Line 
Company v. Memphis Light, Gas & Water Division, 358 
U.S. 103 (1968). As a consequence, lengthy delays resulted 
in the processing by the Commission of pipeline rate filings 
pending the outcome of the Memphis case in the Supreme 
Court. 


When Alabama-Tennessee presented its evidence on rate 
of return in the Commission proceeding it reflected the 
rates of return sought by the company and such returns 
were reflected in all of its cost of service exhibits. By 
contrast, Florida Gas presented its cost of service exhibits 
reflecting a rate of return of 61 per cent. When its actual 
revenues under the increased rates produced a return 
higher than 614 per cent, Florida Gas shifted its ground 
and attempted to abandon its claimed return and seek a 
higher return by the simple expedient of dividing the 
income produced by its unlawful rates charged during the 
locked-in period by its claimed rate base and on the basis 
of such arithmetic contended that the rate of return thus 
produced was just and reasonable. 


It is apparent therefore that Alabama-Tennessee is in 
nowise helpful to Florida Gas. The Michigan Wisconsin 
decision is also inapposite in that it involved the same type 
of factual situation which was before the Commission in 
Alabama-Tennessee. 
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Sun's Decision To Present No Evidence on Rate of Return 
Is Not Significant 


Comparable to the discussion in the briefs of the Com- 
mission and Florida Gas on the question of estoppel, is the 
irrelevant implication repeatedly asserted in both briefs 
(Staff p. 5; Florida Gas pp. 6, 9, 10) that Sun waived 
some right by not availing itself of the opportunity afforded 
by the Examiner in his decision (R. 12412, 12429), of pre- 
senting evidence contesting the reasonableness of the 
6.98 per cent return provided by the Examiner in RP66-4. 


As set forth in Florida Gas’ brief (f.n. 1, pp. 2-3), there 
was contained in the original filing submitted in RP664 
of August 1965, a statement explaining that a return of 
61/4 per cent was included in the filing ‘‘because there seems 
to be a good possibility of altogether eliminating the fair 
rate of return issue as one of the contested issues in this 
case.”? Apparently, it was on this theory that Florida 
Gas was acting when it included this same 614 per cent rate 
in its cost of service exhibits served upon the parties in 
November 1966 and presented in evidence in January 1967. 


All of the parties to the proceeding including the Com- 
mission Staff were satisfied with respect to this claimed 
rate of return. Consequently none of the parties, other 
than Florida Gas, presented evidence on the issue of rate 
of return in RP66-4. Evidence was presented by Staff in 
RP68-1 and RP69-2. Obviously at the time the parties 
presented their evidence in January 1967, almost a year 
and a half after the increased rates were filed, the 
Examiner too was satisfied that 614 per cent was the return 
to be provided in RP66-4. The Examiner so stated in the 
prehearing conference (R. 9792-2793) and so held in his 
Prehearing Conference Report of March 14, 1968 (R. 10, 
1919-10920). 


As stated above, Section 4(e) of the Act imposed upon 
Florida Gas the burden of proving the reasonableness of 
its increased rates which includes a showing of the reason- 
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ableness of its claimed rate of return. Florida Gas has 
not susta:ned this burden. 


The record is abundantly clear that the evidence of 
Florida Gas’ Witness Dorau was designed to show that 
the claimed 614 per cent return was not excessive (R. 121, 
140-141, 3694-3696). The statement tacked on the end of 
the witness’ testimony to the effect that the 6.88 per cent 
return earned on the basis of costs estimated at that time 
was not excessive was clearly a rationalization to justify 
a claim to the 6.88 per cent return which it was estimated 
the rates would produce. Nowhere in the record will 
there be found any mention of the 6.98 per cent return that 
it eventually turned out that Florida Gas earned and which 
the Examiner allowed, much less an evidentiary justifica- 
tion for it. This figure of 6.98 per cent was obtained in 
the same manner as the 6.88 per cent—by the simple 
arithmetic device of dividing earnings by the rate base. 


In the light of this inadequate showing on rate of return, 


Sun was under no obligation to present evidence to make 
a negative showing that the 6.98 per cent was justified. 
The effect of the Examiner’s action was to abrogate his 
earlier decision in his Prehearing Conference upon which 
all parties and Staff relied and to shift the burden of proof 
away from Florida Gas upon whom it was imposed by the 
statute and place it upon the other parties.® Upon the 


®A corollary to this contention that Sun did not avail itself of the oppor- 
tunity to present evidence is the contention of Florida Gas (p. 6) that Sun 
did not brief the issue of rate of return to the Examiner. This is incorrect. 
When Florida first made known in its initial brief on the merits in RP66-4 
and RP68-1 that it was claiming a 6.98% return, Sun stated in its reply brief 
as follows (p. 5): 


‘Sun vigorously opposes this belated attempt by Florida Gas to 
justify its increased T-1 and T-2 rates in Docket No. RP66-4 by its totally 
unsupported contention that the 6.98% rate of return earned by such 
rates during the locked-in period is reasonable. On this matter, Sun 
agrees with the Staff’s position that the overall return in Docket No. 
RP66-4 should not exceed 6.5% (Staff’s Initial Brief on Rate of Return, 
RP69-2, RP68-1 and RP66-4, pp. 28-29 and Staff Reply Brief, p. 22).’’ 
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vigorous exceptions of its own Staff (R. 12444-12445) and 
Sun, both of which urged the 6.5 per cent rate of return, 
the Commission ruled that the Examiner had not shifted 
the burden of proof (R. 12640). Nevertheless, it rounded 
up his 6.98 per cent and adopted the wholly unsupported 7.0 
per cent rate of return, which arbitrarily increased Florida 
Gas’ originally requested 7.59 per cent return on equity to 
9.36 per cent. 


CONCLUSION 


Sun submits that the Commission’s allowance of the 
7 per cent rate of return provided for Florida Gas in 
Docket No. RP66-4 is not supported by substantial evidence 
and lacks the requisite findings. Accordingly, the Com- 
mission’s Opinion No. 561 should be reversed in this 
respect and the matter remanded to the Commission with 
directions to fix the rate of return in RP66-4 at 614 per cent 
for the period from November 1, 1965 through June 9, 
1968. 
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